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TO HAVE AN EXTRA BLANKET. 


OR TWO. 


Anticipating your every need. It's because we understand that there's nothing quite as comforting as enjoying the things you love, 
without having to ask. That's why no detail is too small, and no effort is too much. Going the extra mile to make you feel at home. 
It's just one of the lengths we go to. 
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Opening Remarks The Trans-Pacific Partnership is really about a trans-Pacific rivalry 
Bloomberg View In North Korea, time to play good cop * Winning the U.K. but losing Scotland 


Global Economics 


Liberals take the reins in Alberta, the Texas of Canada 
South Africa pulls the plug on its own revival 

Russia's oil crash leads to a health-care crash 

Also tucked into the TPP: New rules for digital commerce 


Companies/Industries 


Watch out, Whole Foods. Walmart and Costco have figured out the quinoa thing 
The boss says go away. (He's being nice) 

Recalls save lives, but they're not mandatory for 121 million American cars 

Pirates use TV set-top boxes to score on soccer broadcasts 

Briefs: Volvo heads south; Virgin gets physical 


Politics/Policy 


Private jet: Status symbol or deathtrap? 
Utilities' dark money casts a shadow over solar power 
How bumblebees make farmers happy 

The ERs that aren't part of hospitals 


Technology 


Despite a new CEO, Cisco is still reminiscing about its glory days 
Up is down, night is day, and Apple's watch runs on a Samsung chip 

Daimler's self-driving truck promises an end to white-line fever 

In buying AOL, Verizon clearly wanted to get its hands on HuffPo. Just kidding 
Innovation: Vaccination without needles, the best idea ever 


Markets/Finance 


Wesley Clark: First in war, first in peace, first in the penny-stock market 

Buffett turns “weapons of financial mass destruction" into “frosting on the cake" 

Investors seeking the next Silicon Valley turn to India 

Murdoch spruces up Realtor.com to take on Zillow 

Bid/Ask: Picasso and Giacometti set records at Christie's; pipeline operator Williams streamlines 


Focus On/Small Business 


In “natural” vino, is there really more veritas? 

The Hirshleifer sisters will keep the business in the family—if the family wants it 
At Ziferblat cafe, the java's free, but the seat will cost you 

Big Dairy's suit to bring down Swedish oat milk backfires (sorry) udderly 

Small to Big: Moleskine's little black notebook enters the digital dimension 


Features 
Elon Musk's Go Fever PayPal. SolarCity. Tesla. SpaceX. Mars 


Arrest the Moms! Homeland Security cracks down on companies catering to "birth tourists" 
Double Agent David Boies has built a new kind of law firm that argues both sides 


Etc. 


How two brothers invented a brand-new old brand with Herschel backpacks 
Survey: Six creative types on the times when they work best 

Beauty: Nail art goes minimal—and wearable at work 

Drinks: At these new Tex-Mex restaurants, it's not all about the margarita 

Critic: A documentary puts a face on Silicon Valley's sexism 

What | Wear to Work: Hotel exec Bill Walshe is comfortable at “the younger end of age-appropriate” 
How Did | Get Here? To get to the top, KeyCorp's Beth Mooney moved nine times in 16 years 
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How the cover gets made 


0 
“The cover’s on Elon Musk. 
We have an exclusive excerpt 
from his new biography.” 


“That’s great. So I’m guessing 
we'll do a heroic shot of him next 
to a rocket engine, or a heroic shot of 
him cruising in a sleek Tesla 
convertible. Or a heroic shot 
of him stuffed inside a prototype 
of the Hyperloop, if he has one." 


“He never agreed to a shoot." 


"Right, of course not." 


“We do have a childhood 
photo of him, though. His mom 
gave it to us." 





"This is very sweet. | wonder 
what he was thinking about." 


“What were you thinking 
about at that age?" 


"Mostly pudding." 


"Let's assume he was a 
little more advanced." 
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^. IT’S SIMPLE. 


What if you could predict the future by 
mastering the present? Major retailers 
use SAP HANA’ to analyze hundreds 
of millions of transactions from tens of 
millions of customers to predict trends 
years in advance. 

For more, go to sap.com/simple 











Tim 


Index 


People/Companies 





ABC 


Adeptus Health (ADPT) 30 


Adidas (ADS:GR) 25 
Adobe Systems (ADBE) 52 
Afar Media 22 
AIG (AIG) 41 
Airbnb 22 
Alcoa (AA) 70 
Alden Shoe 76 
Alderoty, Stuart 70 
Alibaba (BABA) 4 
Altria (MO) 70 
Amaya (AYA:CN) 39 
Amazon.com (AMZN) 2 


American Airlines (AAL) 70 
American Express (AXP) 70 





Armstrong ,# 





American International 


Group (AIG) 70 
Añejo 81 
AOL (AOL) 35, 43 
Aon Hewitt (AON) 22 
Apple (AAPL) 33, 70 
Argyle Security Acquisition 40 
Armstrong, Tim 35 
AU Optronics (AUO) 33 
Avendus Capital 4 
Baer, Richard 70 


Bank of America (BAC) 32 
Bank of China (3988:HK) 70 


Bar Ama 81 
Barber-Nichols 56 
Barclays (BCS) 70 
Barneys New York 76 
Bartolomei, Fabio 45 
Beal, Andrew 56 
Beckham, Victoria 79 
Beechcraft (TXT) 26 
Bendeler, Guusje 22 
Berkshire Hathaway (BRK/B) 
41,76 
Bernhard, Wolfgang 34 
Berni, Arrigo 52 
Betabrand 22 
BNSF Railway (BRK/B) 41 
Bodega 76 
Boeing (BA) 18, 56 
Boesky, lvan 39 
Boies, David 68 
Brady, Tom 25 
Branson, Richard 56 
Brin, Sergey 56 
Brown, Lynne 16 
Brown, Tina 70 
BT Group (BT) 24 
Buckley, Michael 78 
Buffett, Warren 41 
Bulgari (MC:FP) 52 
Bush, George W. 70 
Butler, Samuel 70 
Caithness Energy 7O 
Cameron, David 12 
Cameron, James 56 
Capital One (COF) 82 
Carlyle Group (CG) 41 
CBRE (CBG) 43 
Centeno, Josef 81 
Chambers, John 32 
Chevron (CVX) 70 
Christian Dior (CDI:FP) 76 
Christie’s 43 
Cirne, Lew 32 
Cisco Systems (CSCO) 32 
Citigroup (C) 82 
Clark, Ken 27 
Clark, Wesley 39 
Club Monaco (RL) 76 
Comcast (CMCSA) 35 
ComScore (SCOR) 42 
Condon, Elisabeth 78 


Constellation Brands (STZ) 45 


Cormack, Jamie 76 
Cormack, Lyndon 76 
Costco Wholesale (COST) 21 
CSX Transportation 7O 
Cushman & Wakefield 43 
CVR Energy (CVI) 39 
Daimler (DAI:GR) 34 
Danaher (DHR) 43 
Daymon Worldwide 21 
Deere (DE) 18 
Dell 32,56 
Deloitte 16 
Dougherty & Co. 30 
Dove's Luncheonette 81 
Downey Jr., Robert 56 
Dqm 76 
Draper Fisher Jurvetson 56 
Draper, Paul 45 
Dropbox 52 
DTZ 43 
DuPont (DD) 70 
Eberhard, Martin 56 
Edward Jones 21 
Efficient Group (EFG:SJ) 16 
EI Camino Real 81 
Ellison, Larry 32 
EMarketer 35 
Enchong 65 
Etsy (ETSY) 82 
Euro-Pro 78 
Evernote 22,52 
Exor (EXO:IM) 43 
Facebook (FB) 25,32, 41, 82 
Falcon Edge Capital 4 
Fattah, Chaka 30 
Favreau, Jon 56 
Flexner, Donald 70 
Flipkart 4 


Ford Motor (F) 23, 25 
Forrester Research (FORR) 21, 


35 
FreeCharge 4 
Fresh Market (TFM) 21 
Frey Vineyards 45 
Frost & Sullivan 35 
Fry, Ford 81 
G Adventures 22 
Gartner (IT) 33 
Gates, Bill 70 
General Motors (GM) 16, 23 


Goldman Sachs (GS) 21, 32, 42 


Google (GOOG) 18, 32, 56 
Gracias, Antonio 56 
Gravante, Nicholas Jr. 70 
Greenberg, Maurice 70 
Griffin, Michael 56 
Grilled Cheese Truck (GRLD) 39 
Gurung, Prabal 79 
Hainer, Herbert 25 . 
Harman, Joshua 70 | 
Hart, Christopher 26 
Herschel Supply 76 
Hewlett-Packard (HPQ) 32 
Hirshleifers 46 
Holleyman, Robert 18 
Honda Motor (HMC) 23 


Honey Brook Organic Farm 28 
Host Hotels & Resorts (HST) 70 


HSBC (HSBC) 70 
Huffington, Arianna 35 
IBM (IBM) 18, 32, 70 
Iconiq Capital 4 
IDC 33 
ID Inquiries 24 
IHS Automotive (IHS) 23 
Imran, Mir 78 
Imus, Don 70 
InCube Labs 78 
InnoVida 39 
Irdeto 24 
Jamail, Joe 70 
Javelina 81 
J.B. Hunt Transport (JBHT) 34 
J.Crew 76 
Jean-Yves Bizot 45 


Jenny & Francois 


Jones Lang LaSalle (JLL) 


Juhl Energy 

July, Miranda 
Jurvetson, Steve 
Jyske Invest 

K2 Sports 

Kahan, Paul 


Keefe, Bruyette & Woods 


KeyCorp (KEY) 
Kim Jong Un 
Klein, Calvin 
Koch, Charles 
Koch, David 
Kosmotras 
Kroger (KR) 
Kurt Salmon 


LMN 


Lee, Bill 
Levine, Dennis 


Liberty Media (LMCA) 


Lindland, Chris 
Livescribe 


Lockheed Martin (LMT) 


Locon Solutions 


Ma, Jack 
Mackey, John 
Macy’s (M) 
Madewell 
Madison 92nd Street 
Associates 
Marriott International (MAR) 70 


MasterCard (MA) 
Maverick Capital 
McLeish, Henry 


McMahon, Colleen 


McNealy, Scott 
Micron Biomedical 


Micron Technology (MU) 


Microsoft (MSFT) 
Milken, Michael 
Mitin, Ivan 
Molefe, Brian 


Moleskine (MSK:IM) 


Moody's (MCO) 
Mooney, Beth 
Move 

Murdoch, Rupert 
Musk, Elon 





41 
21 
25 
76 


70 


70 
4 
12 
70 
32 
36 
33 


32, 70 





Nadella, Satya 32 
Nails Inc. 79 
NBC (CMCSA) 25 
Nedbank Group (NED:SJ) 16 
Needham 32 
NetJets (BRK/B) 26 
New Relic 32 
New York Yankees 70 
News Corp. (NWS) 42 
Nielsen (NLSN) 45 
Nike (NKE) 25 
Noble Energy (NBL) 43 
Noodles & Co. (NDLS) 78 
Nordstrom (JWN) 76 
Northern Trust (NTRS) 46 
Notley, Rachel 14 
NPD Group 76 
NPO Lavochkin 56 
NutraCea 40 
Oatly 50 
Obama, Barack 10, 18 
Old World Winery 45 
Olson, Theodore 70 
Oracle (ORCL) 32 
O’Hara, Ryan 42 
Page, Larry 56 
Paintbox 79 
Pall (PLL) 43 
Pao, Ellen 82 
PartnerRe (PRE) 43 
Paterson, David 39 
PayPal (EBAY) 56 
Peltz, Nelson 24 
Petersson, Toni 50 
Pheasant's Tears 45 
Philip Morris (MO) 7O 


Pick n Pay Stores (PIK:SJ) 16 
Pinnacle West Capital (PNW) 27 


Pinterest 82 
Pivotal Software 82 
Prausnitz, Mark 36 
Prentice, Jim 14 
PricewaterhouseCoopers 41 
Procter & Gamble (PG) 52 
Promotora de 

Informaciones (PRS:SM) 24 
Putin, Vladimir 17 
Qualcomm (QCOM) 33 
Quest Diagnostics (DGX) 26 
RAM Venture Holdings 40 
Rascoff, Spencer 42 
Reddy, Kevin 78 
Reynolds, Robin Hauser 82 
Ridge Vineyards 45 
Robb, Walter 21 
Robbins, Chuck 32 
Robert Graham 78 
Roche (ROG:VX) 70 
Rodman & Renshaw 39 
Root9B Technologies 40 


Tesla Motors (TSLA) 56 
ThinkParallax 22 
Thomson, Robert 42 
3G Capital 41 
Time Warner (TWX) 35,70 
Tom Ford 76 
Torvec 40 
Total (TOT) 14 
Toyota Motor (TM) 23 
Tracxn 41 
Trader Joe’s 21 


Trian Fund Management 24 
Trinity Industries (TRN) 70 


Trip38 Technologies 41 
Trulia (Z) 42 
21st Century Fox (FOX) 25 
Tybourne Capital Management 

41 
UBS (UBS) 41 
Ugg (DECK) 76 
United Technologies (UTX) 70 
Universal Robots 43 
UPS (UPS) 34 


Urban Outfitters (URBN) 76 
VantagePoint Capital Partners 
Rosenzweig, Mark 78 56 
Rosetta Resources (ROSE) 43 Verisk Maplecroft (VRSK) 16 
Salzman, Alan 56 Verizon Communications (VZ) 


Samsung (005930:KS) 33 35, 43 
Sandberg, Sheryl 41, 82 VF (VFC) 76 
SanDisk (SNDK) 33 VFT Global 39 
Sanford C. Bernstein (AB) 32 Viaspace 40 
Scaled Composites (NOC) 56 Viceroy Hotel Group 83 
Schakowsky, Jan 23 Vinos Ambiz 45 
Schiller, Jonathan 70 Virgin Group 25 
Shenton, Colin 48 Visa (V) 70 
SK Hynix (000660:KS) 33 Volvo (175:HK) 25 
Sky (SKY:LN) 24 Wal-Mart Stores (WMT) 21 
SolarCity (SCTY) 56 Walshe, Bill 83 
Sony Pictures (SNE) 70 Walt Disney (DIS) 25 
SpaceX 56 Webb, Marissa 79 
Sprott Asset Management 14 Wedbush Securities 33 
Sprouts Farmers Weinstein, Harvey 70 
Market (SFM) 21 Wheeler, Thomas 70 
Standard General 25 Whole Foods Market (WFM) 21 
Star Baby Care 65 Williams Partners (WPZ) 43 
Steadview Capital Woolrich 76 
Management 41 Wurdeman, John 45 
Summit Global Logistics 40 

Suncor Energy (SU) 14 

Superica 81 XYZ 

Swanepoel, Stefan 42 XCOR Aerospace 56 
Swanepoel T3 Group 42 Xi Jinping 10 
Taiwan YouTube (GOOG) 50 
Semiconductor (2330:TT) 33 Zhejiang Geely 25 
Takata (7312:JP) 23 Ziferblat 48 
Tencent (700:HK) 65 Zillow Group (Z) 42 
Teradyne (TER) 43 Zuckerberg, Mark 41 
How to Contact 


Bloomberg Businessweek 


Editorial 212-617-8120 Ad Sales 212-617-2900 
Subscriptions 800-635-1200 

Address 731 Lexington Ave., New York, NY 10022 
E-mail bwreader@bloomberg.net 

Fax 212-617-9065 Subscription Service 

PO Box 37528, Boone, IA 50037-0528 

E-mail bwkcustserv@cdsfulfillment.com 
Reprints/Permissions 800-290-5460 x100 or 
businessweekreprints@theygsgroup.com 


Letters to the Editor can be sent by e-mail, fax, 

or regular mail. They should include address, phone 
number(s), and e-mail address if available. 
Connections with the subject of the letter should 
be disclosed, and we reserve the right to edit for 
sense, style, and space. 


Corrections & Clarifications 

“Mark Mobius Invested Here” (Markets/Finance, 
May 11-May 17, 2015) stated that Mobius managed 
assets of $39 billion in 2011 and $26 billion today. 
Those figures refer only to the assets in his 13 
largest funds. 
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^N TWO SURE BETS FOR 


CORPORATE TRAVELERS 


For the biggest business events that need end-to-end planning, 
Atlantic City and Las Vegas are win-win choices 


lanning a corporate meeting for 

thousands of people brings logisti- 

cal hurdles that can rival those 

of a NASA mission. Transporting 
and hosting that many attendees—while 
getting serious work done and offering great 
options for some serious play time, too—is 
a colossal task. And doing it economically? 
That can seem impossible, especially if you 
have to fly people in. 

For businesses in the Northeast, how- 
ever, this feat just became much easier. 

In August, Caesars Entertainment will 
open the doors of the new Harrah's Water- 
front Conference Center in Atlantic City, the 
largest hotel-conference center complex in 
the region, with 100,000 square feet of 
new meeting space. 


“The Waterfront Conference Center 
has the largest ballroom from Baltimore to 
Boston—and the second-largest, too," says 
Michael Massari, Senior Vice President, 
Caesars Entertainment National Meetings 
and Events. "When you put those together 
and add 2,590 hotel rooms, you have the 
largest meetings facility in the Northeast. This 
level of service adds a completely new capa- 
bility for business travelers in the region." 

The two 50,000-square-foot pillarless 
ballrooms (which can form 63 breakout 
rooms) can each accommodate nearly 
5,500 reception attendees or more than 
3,400 in classroom-style settings. And given 
that more than a third of the 
U.S. population lives 
within driving distance 






of Atlantic City, businesses can save millions 
in travel expenses by coming here. 

The timing couldn't be better. "After more 
than 30 years of growth, the city is currently 
working through some difficult times," Mas- 
sari explains. "There's a strategic focus on 
bringing world-class service and hospitality to 
business travelers, with the goal of becoming 
a premier destination for corporate meetings." 

Companies that need to accommodate 
1,000-plus people at events have had 
relatively few choices of venue in the U.S. 
Typically, such a capacity required travel- 
ing to like Washington, D.C., Orlando or 
Dallas—but none offer the combination of 


amenities found in Atlantic City. 


“When you look at the beach, the 
restaurant scene, the shopping, the 


CAESARS 


MISA ES 
BUSINESS 


at Harrahs Atlantic City 






Where on the East Coast can you sleep, eat 
and meet with 5,000 delegates in one venue? 


The new Harrah’s Atlantic City Waterfront 


0: CAESARS Conference Center with 2,500 guest rooms 


ENTERTAINMENT. and 125,000-square-feet of conference space 
including two 50,000 square foot ballrooms. 


Find out what Caesars can do for your business 
at CaesarsMeansBusiness.com 
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Success 
Is Our 
Business 


“They really have a great 
formula for the business 
traveler in Las Vegas, 
and they do it better 


than anybody else.” 


TIM MCGUINNESS 

Staff Vice President 
Global Trade Expositions, 
International Council of 
Shopping Centers 


VegasMeansBusiness.com 
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hotel capacity and, now, the 100,000 square 
feet of meeting space at the Harrah’s Water- 
front Conference Center, you see Atlantic City 
offers a collection of features that is unique 
to the country,” says Massari. “It’s simply not 
found anywhere else.” 

Organizations have taken notice. In 
early May, Meeting Professionals Interna- 
tional (MPI) announced that it would hold its 
2016 World Education Congress in the new 
conference center next June—an event that 
attracts more than 2,000 corporate planners, 
association planners, suppliers, students and 
other third-party participants. The opening 
festivities will kick off with a reception on the 
beach, the perfect way for business travelers 
to experience Atlantic City’s “wow” factor. 

With 75 years in operation, Caesars 
Entertainment brings seasoned expertise to 
entertaining corporate meeting attendees. 
“Harrah’s in Atlantic City has always been 
attractive to business travel,” notes Massari. 
“It’s a bit separated from the action of the 
boardwalk, and it offers a very high-quality 
hotel experience with a somewhat subdued, 
quiet atmosphere that is perfect for getting 
work done. Now, with the new Waterfront 
Conference Center, it’s the whole package.” 


The West Coast Option 

Companies that aren't looking to hold their 
large corporate event on the East Coast 

have a variety of venue choices. However, 
only one fulfills all the necessary logistical 
requirements while, frankly, getting attendees 
excited: Las Vegas. 

With nearly 11 million square feet of 
meeting and exhibit space and more than 
150,000 hotel rooms, Las Vegas is perfectly 
equipped to handle the biggest events with 
Superior ease and flexibility. In fact, Las Vegas 
hosted more than 22,100 conventions, trade 
shows, meeting events and other business 
functions in 2014 alone, welcoming about 
1.2 million business delegates and more 
than five million total attendees. 

Annual events include the International 
Consumer Electronics Show (CES), which 
sees more than 160,000 total attendees, 
and the Automotive Aftermarket Industry 
Week (AAIW), which hosts more than 
125,000 people. 

RECon, the global convention for the 
shopping center industry, brings in 35,000 
attendees each May. "We've been holding 
our convention in Las Vegas for well over 25 
years, and it's a fixture in our calendar," says 
Tim McGuinness, Staff Vice President of 


Companies that need to 
accommodate 1,000-plus 
people at events have 
had relatively few choices 
of venue in the U.S. 


Global Trade Expositions for the International 
Council of Shopping Centers (ICSC). "They 
really have a great formula for the business 
traveler in Las Vegas, and they do it better 
than anybody else." 

The city's perks need little touting. You'll 
find warm weather, a world-class interna- 
tional airport, a bevy of premier restaurants 
from famous chefs (such as Mario Batali, 
Gordon Ramsay and Giada De Laurentiis), 
unbeatable entertainment options for every 
age and taste, luxury hotels at reasonable 
rates and fine shopping areas. But only 
Vegas regulars see the city's constant 
striving to be an ever more perfect host 
for business travelers. 

"Las Vegas continually reinvents itself, 
which is something a lot of major destina- 
tions cant claim," says McGuinness, who 
points to the region's constantly evolving 
dining, hotel and attraction options. "Right 
now they're talking about creating a Global 
Business District, which will mean an entire 
redevelopment of the Las Vegas Convention 
Center neighborhood. Something new is al- 
ways popping up and making Vegas better." 

The teamwork that goes on behind the 
scenes also sets the city apart. "Everybody 
in the hospitality community, including local 
government officials, works collaboratively," 
McGuinness explains. "They recognize Las 
Vegas is the economic engine for the state of 
Nevada. Therefore, they've got to stay ahead 
of their competition, so they rally around 
each other to make sure the customer is 
satisfied, and they continue to provide a 
turnkey experience for the visitor." 

That goes for friends and family of 
business travelers, too. More than 40 per- 
cent bring someone along to enjoy Vegas 
with them after they take care of business. 
“We have a lot of people who bring their 
families and stay an extra day or so to take 
in a show, visit the Grand Canyon or just 
relax by the pool," says McGuinness. "It's 
a beautiful area of the country—an oasis 
in the desert." — Ron Geraci 
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Vegas means business. 


With world-class meeting facilities, an extensive range of hotel rooms, and a city unrivaled 
in event and convention experience, here, business as usual is better than usual. In fact, 
[e Hf TeTo [o ale ۹٢۹١١٠٥١١-٢٢٥١ average of 8 percent when shows rotate into Las Vegas. Find out all 
the reasons why so many FORTUNE 500® companies choose Las Vegas. 


FORTUNE 500” is a registered trademark of Time Inc. Used with permission. 
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Opening 
Remarks 


Whose 
Money 
Will the 
World 

Follow? 


By Michael Schuman 














The U.S. and China are in 
a battle for control of the 
trade and finance that are 
the foundation of today’s 

١ global economy 


President Obama was stymied by Senate 
Democrats on May 12 on his first attempt 
to win authority to fast-track the Trans- 
Pacific Partnership, a massive trade pact 
that also includes Japan, Vietnam, Canada, 
and eight other countries. The TPP’s oppo- 
nents lambaste the pact as yet another 
giveaway to big business to the detriment 
of U.S. labor. What they’re forgetting is the 
broader geopolitical picture. The TPP isn’t 
just about profits and jobs; it’s an attempt 
by the White House to maintain U.S. dom- 
inance of the global economic order in the 
face of a rising China. 

The People’s Republic, the world’s 
second-largest economy, is conspicu- 
ously absent among America’s TPP part- 
ners. There’s a reason for that. The pact 
aims to redirect trade to the U.S. and solid- 
ify AMerica’s economic position in Asia. 
By doing so, the Obama administration 
hopes to pressure China into adhering 
to Washington’s rules and standards for 
free exchange. “If we don’t write the rules 
for trade around the world, guess what?” 
Obama recently warned. “China will.” 

While the TPP’s enemies may be obliv- 
ious to that new reality, China’s leader- 
ship is not. The country is ready to chart 
its own course in the global economy. In 
late April, China announced its partners 
in the Asian Infrastructure Investment 
Bank (AIIB), an institution that could 
rival the Washington-based World Bank. 
Fifty-seven countries signed up to join 
the AIIB as founding members—many of 
them America’s closest allies, including 
the U.K., Germany, and Australia. The U.S. 
decided to wait on the sidelines. 

The TPP and the AIIB are symbols of 
an historic battle: the contest between 
the U.S. and China for control of the trade 
and finance that form the foundation of 
today's global economy. 

On the surface, the AIIB seems to be 
the right idea at the right time. It could be 
a critical source of fresh financing for the 
trillions of dollars of roads, airports, and 
other infrastructure so badly needed by 
Asia's rapidly emerging economies. That 
could boost growth in the region and lift 
the global economy. The Obama admin- 
istration, however, has treated the AIIB 
like kryptonite; it sees China's bank not 
as another development program, but as 
a mortal threat to the established global 
economic order. The scuftle over the AIIB 
“is about the U.S. trying to retain political 
power, and it is about the Chinese challeng- 
ing it,” says Gerald Curtis, an Asia special- 
ist at Columbia University. 

The U.S. has a lot to lose in the inev- 
itable shift of power from West to East. 
Since the end of World War II, America 
has stood as the world's unparalleled 
economic and political juggernaut. The 
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institutions of the modern world 
economy-the International Monetary 
Fund and the World Bank-allowing it to 
promote its own economic agenda. 
Washington has admitted gate-crashers 
to its economic order before. Forty years 
ago, another Asian nation arose to roil 
the establishment—Japan. As its economy 
roared into the ranks of the world's biggest, 
Japan's leaders expected more influence in 
running the financial system. Generally, the 
West gave way. Japan was invited to join 
the Group of Seven leading industrialized 
countries at its 1975 inception. Washington 
allowed Japan to take the lead in managing 
a regional bank-the Manila-based Asian 
Development Bank (ADB), formed in 1966, 
with the U.S. as a founding member. 
China presents a knottier conundrum. 
Japan challenged U.S. industrial leadership, 
but, as a staunch ally, it had no interest in 
altering the existing system. China's goals 
are much less certain. On the one hand, it 
has an incentive to preserve the current 
order, because it's gained so greatly from 
it. Yet China also has a different vision for 
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at a Western-dominated global financial 
and security arrangement they perceive as 
constraining China's influence. President 
Xi Jinping hinted at just that in a speech in 
late March, when he called for *a regional 
order that is more favorable to Asia and the 
world,” in which China plays a vital part. 
“Being a big country means shouldering 
greater responsibilities for regional and 
world peace and development;" Xi said. 
The AIIB has come to represent those 
ambitions. Since the bank would be steered 
by China, Beijing could use it to draw other 
emerging nations into its orbit and advance 
its own political and economic interests. 
That was made clear when the mainland 
rejected Taiwan's application to join, 
apparently over what to call the island. 
China still considers it a runaway province. 
Washington fears China's bank will have 
looser standards-on labor practices and 
environmental protection, for instance— 
making its project financing more attrac- 
tive than funds from the stricter ADB or 
World Bank. In that way, China could water 
down American influence. That's why 
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Nathan Sheets, the U.S. Treasury under 
secretary for international affairs, insisted 
recently that new entrants such as the AIIB 
“should be designed to add value to the 
system as a whole, and have a clear role 
alongside of, and complementary to, the 
existing institutions.” 

The AIIB is only part of a larger Chinese 
agenda to remake the economic order. 
Beijing has called for an end to U.S. dollar 
dominance, promoting its own currency, 
the yuan, as a replacement in international 
trade. China has been lending money to 
needy—and sometimes troubled—countries, 
becoming like the World Bank. While the 
U.S. pursues the TPP, China has launched 
its “one belt, one road" agenda-a series 
of infrastructure projects aimed at linking 
the Chinese economy more tightly to the 
rest of Asia and Europe. Organizations such 
as the AIIB “are going to give considerably 
more voice to China, and we are going to 
have no influence over them,” says Benn 
Steil, director for international economics 
at the Council on Foreign Relations in New 
York. “And that's a problem.” 

At least in part, the U.S. can blame 





The Trans-Pacific 
Partnership is a U.S. attempt 
to maintain dominance in 
the face of arising China 





itself for China’s actions. Beijing has 
justly asked for a renovation of IMF gov- 
ernance to give it the sway to match 
its importance in the global economy. 
But that’s been stalled by fractious U.S. 
domestic politics. Washington’s reluc- 
tance to make room for China at the table 
of power may have convinced the leaders 
of the People’s Republic they are unwel- 
come at America’s dinner party. 

Can China be co-opted into the U.S. 
establishment? There may be no way, for 
instance, to dissuade Beijing from pro- 
moting the yuan as a rival to the dollar. 
The No.1 status of the greenback leaves 
China’s wealth and economic health 
reliant on U.S. policy—a predicament 
Beijing desperately wishes to change. In 
March, China and Canada launched the 
first yuan trading hub in the Americas. 
Such hubs exist in London, Singapore, 
and elsewhere. 

China has a long way to go before it 
can really challenge the financial order. 
The AIIB, with initial capital of $50 billion, 
will have a much smaller impact than 
the World Bank, which expects to have 
$278 billion by the time the AIIB raises its 
funds. And China’s international lending 
has exposed Beijing to risk. The tens of 
billions of dollars it has lent to Venezuela 
have compounded that country’s eco- 
nomic collapse. Only 2 percent of global 
payments were made in yuan in March, 
according to clearing system Swift, com- 
pared with 45 percent in dollars. 

Before China can truly rival the U.S. as 
the captain of global finance, the country 
will likely have to undergo a thorough 
economic, and perhaps even political, 
transformation. The yuan is not fully 
convertible, foreign access to Chinese 
assets is restricted, and capital flows in 
and out of the country are controlled. 
The process by which China’s leadership 
makes its economic decisions is locked 
tightly inside a black box. Simply put, the 
country doesn’t yet offer what the world 
demands of a leader—and probably won’t 
for a long time. 

However, its growing prominence is 
unavoidable. “The attempt to lock the 
Chinese out of a bigger role in the inter- 
national system is going to fail,” says 
Columbia’s Curtis. If China isn’t offered a 
seat at the table, it will simply take one. © 


Schuman is the author of Confucius: And 
the World He Created. 
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Time to Offer Kim 
Some Carrots 


North Korea's nuke threat is growing, 
but so is its need for investment 





| b 

Alarming estimates of North Korea's nuclear and missile capabil- 
ities are emerging. The country may have as many as 20 nuclear 
warheads and could produce enough fissile material to double 
that number by next year, according to Chinese experts. It prob- 
ably can miniaturize the warheads and deliver them by inter- 
continental ballistic missile to U.S. territory, a top U.S. general 
claims. By 2020, studies say, Pyongyang could have 100 nuclear 
warheads, about as many as India and Pakistan each have today. 

The sanctions now in place against North Korea aren't likely 
to keep the stockpile from growing or force a change in the 
regime's thinking. Under Kim Jong Un, the North has pursued a 
dual-track policy of nuclear development and economic reforms, 
with apparent success. Some experts suggest economic growth 
could reach 4 percent to 5 percent this year if, as signs indicate, 
farmers are allowed to keep more of the earnings from their crops. 
An urban middle class appears to be thriving: Imports of Chinese 
cigars, wristwatches, cosmetics, and LCD televisions are all up. 

There's little sign the regime faces internal resistance. Certainly 
the government seems confident enough to slightly relax its grip 
on the wider populace, as citizens take advantage of nascent 
market reforms. Under these circumstances, it's counterproduc- 
tive to focus exclusively on rolling back the nuclear program. Kim- 
or whoever's in charge-isn't about to negotiate away the country's 
nuclear deterrent, its only real insurance against a U.S. attack. 

Instead, the world needs to work on two levels: containing 
the threat posed by Kim's arsenal while exploiting his reforms in 
order to crack open North Korean society. The U.S. should press 
for even stricter international cooperation to keep the North from 
importing nuclear technologies and expertise, in hopes of slowing 
down the program. At the same time, it should move ahead with 
plans to install new missile-defense systems in the region. Efforts 
to improve intelligence and defense coordination among South 
Korea, Japan, and the U.S. should be redoubled. 

China could help-not by cutting off all support for the North 
(which it wouldn't do) but by continuing to lean on Kim to forgo 
١ nuclear and long-range missile tests. Without repeated testing, 


the chances decline that a North Korean ICBM could make it 
across the Pacific and land anywhere near its target. 

A freeze on the program may for now be the most realistic goal. 
Meanwhile, the U.S. and others should hone a more sophisticated 
carrot-and-stick strategy to take advantage of Kim's increasing 
need for outside investment. While continuing to hammer the 
regime for its human-rights abuses, the world should stoke the 
hopes and desires of North Korea’s people for a better life, whether 
by exposing them to more information or dangling the prospect 
of greater economic and trade links. Ultimately, this greater open- 
ness and the North Koreans’ own rising expectations represent 
the most sustainable threat to the Kim dynasty. 





David Cameron’s 
Double Headache 


His election victory has deepened 
the crises over the EU and Scotland 


British Prime Minister David Cameron’s job has become much 
harder. Two delicate political realities threaten the very future of 
his country. The first concerns the U.K.’s place in the European 
Union. The second concerns Scotland’s place in the U.K. 

While his Conservative Party won a narrow but unexpected 
majority, its pro-EU former coalition partners, the Liberal Dem- 
ocrats, were all but destroyed, giving anti-EU Conservative back- 
benchers a louder voice. At the same time, Scotland will be rep- 
resented almost entirely by the separatist Scottish National Party, 
which won 56 of 59 seats north of the border. As former Labour 
First Minister of Scotland Henry McLeish told Bloomberg TV, 
“If you insult the SNP, you insult Scotland.” 

If this situation is handled badly, the U.K. could conceivably 
end up with something it didn’t vote for at all: a future out of 
the EU-deserted by the foreign direct investment that has tra- 
ditionally flowed into the U.K. economy as a stable and flexible 
base from which to trade within Europe—and without Scotland. 

The next few years will require some deft and visionary 
handling by Cameron. He’s now obliged to carry through with 
his pledge to hold a referendum on whether the country should 
leave the EU by the end of 2017. If the U.K. is to stay, he'll have to 
lower expectations of how much EU reform he can deliver before 
the vote and defy much of his own party. He'll also need to reju- 
venate the U.K.’s antiquated electoral system and constitution in 
such a way that the Scots can be accommodated within it. 

Cameron's complicated reality is partly due to an electoral 
system that rewards parties whose votes are regionally concen- 
trated—such as the SNP—and penalizes those more evenly sup- 
ported across the country, such as the U.K. Independence Party. 
UKIP won more than twice as many votes as the SNP but only a 
single seat. Even within Scotland, the SNP won not 95 percent 
of the vote, as its seat tally would suggest, but only about half. 

Cameron's government should make a priority of introducing 
an element of proportional representation. It will also need to 
devolve further powers to Scotland and begin a much broader 
constitutional change. © 
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» Anelection win by liberals strikes fear into the heart of Canada's oil industry 


» "Oil sandsto meis public enemy No.1inthe new premier-elect's mind" 


There's a reason they call Alberta the 
Texas of the North. The province is 
home to Canada’s oil industry and pro- 
duces more than three-quarters of the 
country's crude. Cowboys are popular 
there. Each July, Calgary hosts the 
Stampede, a 10-day rodeo that's one of 
the largest in the world. Alberta's gov- 
ernment also has deeply conserva- 
tive, probusiness roots that predate the 
Republican Party's ascension in the Lone 
Star State. The Progressive Conservatives 
have controlled Alberta's provincial gov- 
ernment since 1971, ushering in an era 
of loose regulation and low taxes that 
helped give rise to the development of 
Alberta's vast tracts of tarlike oil sands. 
Now, there's a new sheriff in town. On 
May 5, the liberal New Democratic Party 
won a general election, ending the con- 
servatives' four-decade reign and deliv- 
ering a blow to the spiritual home of 
Canada's conservative movement. The 


NDP’s brand of social democratic poli- 
tics tends to favor things like subsidized 
day care and government job-creation 
schemes over low corporate tax rates. 
Leader and soon-to-be Premier Rachel 
Notley, a 51-year-old lawyer whose 
father ran the party in the 1970s, plans 
to make the oil industry pay up and fill 
a C$7 billion ($5.8 billion) budgetary gap 
for schools and hospitals—even after 
crude prices collapsed last year. “We 
need finally to end the boom-and-bust 
roller coaster that we have been riding 
on for too long,” she said in her May 5 
victory speech. That means higher cor- 
porate taxes, a review of royalties that 
companies pay the government for 
extracting fossil fuels, and tougher envi- 
ronmental and climate rules for a prov- 
ince that accounts for 38 percent of 
Canada's carbon emissions. 

Notley's challenge is to squeeze 
industry without killing the economy. 


Low oil prices have already erased 
C$100 billion of value from Canadian 
oil and natural gas stocks since last 
June. That's led to slower growth and 
higher unemployment as the industry 
sheds an expected 30,000 jobs this year. 
“Alberta’s economy is in the doldrums 
with a recession on the horizon;" says 
Jack Mintz, director of the University 
of Calgary's school of public policy. 
“Ms. Notley is trying to calm the busi- 
ness sector as she makes clear that she 
understands the energy sector.” 
Outgoing Premier Jim Prentice, a 
former federal cabinet minister and 
bank executive, riled voters last year by 
increasing income taxes—while sparing 
corporations-to plug a budget short- 
fall, even as a survey by his own gov- 
ernment showed about three-quarters 
of Albertans wanted companies to 
share the burden. Prentice countered 


ı that corporations hit with higher taxes 
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would cut thousands of jobs (which 
they did anyway) and that Albertans 
should “look in the mirror” for the 
cause of years of rising health-care and 
education costs. He and the conserva- 
tives got hammered at the polls, losing 
61 of their 70 seats in the legislature. 

Alberta’s oil sands industry is 
already under criticism for the heavy 
toll it takes on the environment and its 
ties to the Keystone XL pipeline. The 
public-relations problems pale in com- 
parison with the pain inflicted by low 
oil prices. The difficulty of extract- 
ing peanut butter-thick bitumen from 
beneath northern forests has always 
made expansion expensive. But several 
years of oil prices averaging almost 
$100 a barrel let energy giants such 
as Total and Suncor Energy super- 
charge their investments. That helped 
quadruple Alberta’s oil sands produc- 
tion over the past decade to almost 
2.5 million barrels a day. 

In recent years, every time the 
specter of higher taxes reared its head, 
the refrain from the industry elite was 





that oil sands already operate on the 
edge of profitability. Any increase in 
costs, they argued, whether because 
of stiffer environmental rules or higher 
taxes, threatens future investment—and 
Alberta’s economy. For the most part, 
the conservatives listened. 

The election of the NDP has been 





enough to spook investors in Alberta 
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oil companies. The day after the vote, 
the S&P/TSX Composite, an index of 
Canadian energy companies, had its 
worst plunge in three months. *Oil 
sands to me is public enemy No. 1 in the 
new premier-elect's mind," says Eric 
Nuttall, a Toronto-based fund manager 
at Sprott Asset Management. “The 
investment thesis in all of those stocks 
evaporated overnight.” 

Notley’s first target may end up being 
the coal industry, Alberta’s other large 
polluter. Unlike the rest of Canada, 
which relies largely on hydropower for 
its electricity, Alberta gets most of its 
power from coal, which together with oil 
sands makes the province’s per capita 
carbon emissions among the highest 
in the world. The NDP has proposed 
more support for renewable energy, and 
Notley has floated the idea of acceler- 
ating the phaseout of coal plants. That 
would make sense, because Alberta has 
some of the strongest winds and sunni- 
est days in the country. For now, Notley 
is striking a conciliatory tone, trying to 


| tamp down the frantic reaction by the » | 


Ay 


< energy industry and convince execu- 
tives and investors she's not the enemy. 
In a May 6 press conference, Notley said: 
“T am hopeful that over the course of the 
next two weeks they will come to realize 
things are going to be just A-OK over 
here in Alberta.” —Jeremy van Loon, 
with Rebecca Penty 





The bottom line After decades of pro-industry 
conservative rule, Alberta's new left-leaning 
government wants Big Oil to pay its share. 


South Africa Can't 
Keep the Lights On 


Outages slow the economy as anti- 
immigrant protests get violent 


Power is "a major problem" for 
Africa's second biggest economy 


South Africans suffering through their 
country's longest run of blackouts can 
draw little comfort from how much the 
government has spent on infrastruc- 
ture over the past five years: 1 trillion 
rand ($83 billion). That money has paid 





A group of 
anti-immigrant 
protesters in the 
Johannesburg 
suburb of 
Jeppestown 


for better roads, airports, and rail lines 
but not a reliable electricity supply. So 
far this year, state-owned power utility 
Eskom Holdings, which supplies 

95 percent of the nation's electricity, 
has been implementing blackouts on 
average every third day. Rising power 
demand has overwhelmed its old, mal- 
functioning power plants, most of 
which run on coal. 

The lack of reliable electricity 
has negated much of the economic 
benefit that should accrue from the 
increase in infrastructure spend- 
ing. South Africa is home to almost a 
quarter of the 257 infrastructure proj- 
ects of $50 million or more being 
developed in Africa, including half of 
the 10 biggest, according to a study 
released by Deloitte in March. Yet eco- 
nomic growth fell to just 1.5 percent in 
2014, the weakest pace in five years, 
as power outages and labor strikes 
curbed mine and factory output. 

“The numbers are big, but the 
effectiveness of the infrastructure 
spending has been very, very poor,” 
says Dennis Dykes, chief economist 
at Nedbank Group, South Africa's 
fourth-largest lender. *Thus far, we 
have got no return at all from a number 
of capital projects. We have got a 





“The numbers are 
big, but the 
effectiveness of 
the infrastructure 
spending has been 


major problem” with 
power. South Africa’s 
economy would be 
10 percent larger 
had it not been for 
power constraints, 
says Dawie Roodt, 
chief economist at 
Pretoria-based advisory service 
Efficient Group. 

Twenty-one years after the end of 
apartheid, 11 million South Africans, 
or 22 percent of the population, 
still live below the poverty line of 
335 rand a month, or less than $1 a 
day. Unemployment remains stuck 
at 24 percent, exactly where it was in 
2009 when South Africa was in a reces- 
sion. Frustration over an economy 
failing to pull people out of poverty 
and into the workforce has sparked the 
worst spate of anti-immigrant violence 
the country has seen in seven years. 
At least 13 people have been killed 
since January and thousands of immi- 
grants have been displaced amid anger 
that they’re taking jobs from native 
South Africans. 

April was particularly violent. Two 
weeks of unrest outside Johannesburg 
and Durban left seven people dead and 


very, very poor.” 
— Dennis Dykes, 

Nedbank Group 

chief economist 


thousands of mainly African migrants 
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fleeing their homes. TV screens and 
newspapers were splashed with images 
of mobs armed with knives and sticks, 
targeting foreigners and looting their 
shops. The riots occurred almost a year 
after workers ended a five-month wage 
strike that shut the world’s largest 
platinum mines, followed by stop- 
pages that forced carmakers such as 
General Motors to halt production. 
“South Africa’s growing reputation for 
social volatility is deeply troubling,” 
says Charles Laurie, head of Africa at 
global risk analyst Verisk Maplecroft in 
London. Business, he says, is “already 
reeling from the country’s third-rate 
electricity system, volatile labor pool, 
and rancorous political environment.” 

The energy crunch is starting 
to threaten investment, putting a 
growth target of 2 percent at risk. In 
November, Moody’s downgraded South 
Africa’s government debt to Baa2, 
the second-lowest investment-grade 
level. The rand has slumped 14 percent 
against the U.S. dollar in the past year. 
“Eskom, from an investor standpoint, 
that’s probably our main concern right 
now,” says Rune Hejrskov, a senior 
portfolio manager who helps oversee 
$1.4 billion in emerging-market debt at 
Jyske Invest in Silkeborg, Denmark. 

In March, Eskom’s chief execu- 
tive officer and chief financial officer 
were suspended pending an investiga- 
tion into how the company was being 
run. On April 15, Minister of Public 
Enterprises Lynne Brown apologized 
for the shortages. Two days later, the 
government appointed Brian Molefe as 
acting CEO of Eskom. He spent the past 
four years running Transnet, South 
Africa's state-owned railroad, pipe- 
line, and port company. In an inter- 
view in Cape Town on April 22, Moelfe 
said he wants to end rolling black- 
outs by the end of the year by sourcing 
another 3,000 megawatts of electricity 
and boosting maintenance. He expects 
shortages to ease within three to four 
years as the utility tackles a mainte- 
nance backlog and new plants come 
online. Eskom is spending 280 billion 
rand on more than 8,000 projects over 
five years to increase generation, distri- 
bution, and transmission capacity. 

For Gareth Ackerman, chairman 
of Cape Town-based retailer Pick n 
Pay Stores, that's too little too late. 
Earlier this year his company installed 
backup generators to run fridges and 
cash registers, a solution smaller com- 
panies can't afford. *This is damaging 


small business and damaging the 
economy as a whole;" he says. *We 
need to find ways of getting that fixed 
quickly, and the government needs 
to find solutions.” —-Mike Cohen and 
Rene Vollgraaff 

The bottom line South Africa's inadequate 


electricity has slowed economic growth as 
violent anti-immigrant protests erupt. 





Budgets 
Health Care Goes From 
Free to Feeble in Russia 


» Since the oil crash, the cost of care 
has jumped 


» "We want to provide quality 
treatment, but that's impossible" 


Expectant mothers in Moscow wait up to 
six weeks for ultrasound scans, up from 
three days a year ago. Hospital outpa- 
tients pay for blood tests or X-rays that 
were free last year. And Marif Alekberov, 
27, a fireman with leukemia, was told 
to find $23,000 to help pay for a bone 
marrow transplant. *His kidneys are 
about to fail,” says his mother, Tatiana 
Filyeva, who was turned away repeat- 
edly by officials in the Rostov region as 
she appealed for help and even wrote to 
President Vladimir Putin. A transplant, 
she says, “is his last hope.” 

Russia has significantly slowed the 
pace of federal government spend- 
ing since oil prices fell by 50 percent 
during the second half of 2014. This year, 
outlays will rise by just 2.6 percent, to 
15 trillion rubles ($298 billion). That com- 
pares with annual increases of 18 percent 
in 2012 and 11 percent in 2014. The cost 
cutters have been especially hard on 
health-care spending, which rose rapidly 
from 2000 to 2013, from $96 per person 
to $957, according to the World Health 
Organization. The cuts have provoked 
labor unrest among medical workers and 
alarm among patients and their families. 
“We want to provide quality treatment, 
but that's impossible,” says family practi- 
tioner Albina Strelchenko, one of dozens 
of Moscow doctors who have been pro- 
testing by refusing to work overtime. 

Health care in Russia is a mix of public 
hospitals and clinics, where treatment 
is free or costs very little, and much 
pricier private facilities, where the care 
is superior. The government in 2014 
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initiated what it calls an *optimiza- 

tion" of the state-run medical system. 
That's a euphemism for layoffs, closing 
down facilities, and more work for those 
who keep their jobs, say some doctors. 
Although they were planned before oil 
prices fell, the cuts didn't start until 
around the middle of last year, just as 

oil was beginning to slide from its peak 
of $115 a barrel in June. The Ministry 

of Healthcare says the plan is to elimi- 
nate waste by concentrating resources 
in major hospitals. *The overall level 

of medical care isn't being reduced but 
rather increased by a more effective dis- 
tribution of resources,” the ministry said 
in an e-mail. 

In Ufa, a city in the Urals, a dozen 
paramedics staged a hunger strike to 
press for an end to dismissals and the 
reinstatement of ambulance units that 
were shut down, ultimately winning 
mediation with local authorities to 
settle their demands. *This is a cry for 
help,” says Irina Tishina, 42, a strik- 
ing paramedic who didn't eat for five 
weeks. Strelchenko, the family practi- 
tioner, says her workload jumped from 
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According to the same report, by 2017 
the city plans to dismiss another 14,000. 
The Moscow health department didn’t 
respond to requests for comment. 

The Audit Chamber, a government 
agency that monitors the budget, said 
in April that state medical care has 
become far less accessible for a large 
part of the population, especially in 
rural areas. It said the cuts played a 
role in a 3.7 percent increase in hospi- 
tal deaths from 2013 to 2014, or almost 
18,000 additional deaths. At the same 
time, Russians are paying more. Last 
year they paid $8.7 billion for private 
care or for superior care at state » 
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4 facilities, a quarter more than in 
2013. Under Russia's state-run health- 
care system, routine medical tests 

at state hospitals have traditionally 
been free. Care for serious illnesses 
such as cancer has also typically been 
paid for by the state, though this year 
the government has started trimming 
the list of treatments approved for 
public funding. 

At a sprawling Soviet-era state hos- 
pital in northeastern Moscow, out- 
patients now have to pay for all 
medical tests under a policy intro- 
duced over the past year, accord- 
ing to a doctor there who didn't want 
to be identified for fear of losing his 
job. The tests must be done at sepa- 
rate walk-in clinics, where facilities 
are typically less sophisticated, says 
the doctor. Ekaterina Chatskaya, a 
Moscow gynecologist, is protesting the 
budget cuts by “working to rule,” fol- 
lowing every detail of her contract to 
the letter and refusing any extra hours. 
She says that all gynecologists at her 
clinic have been told to spend no more 
than 15 minutes with each patient, 
down from a half-hour. “A doctor has 
two choices-either you work like a 
machine when your patient comes 
and you just tick off the boxes without 
helping them, or you stay at work from 
morning to night and sacrifice your 
personal life and health," she says. 
—Henry Meyer and Ilya Arkhipov 


The bottom line Putin’s government is laying 
off health-care workers, closing clinics, and 
charging for tests that were once free. 





Trade 
The Dilemma of 
Digital Free Trade 


۸ U.S. trade reps push countries to 
lower barriers on data flows 


»- “If this were only an agreement 
about tariffs, we would not care” 


A lot of international trade takes place 
over the Internet, where digital goods 
and services are bought and sold 
across national borders. But inter- 
national trade policy is still catch- 

ing up. The Trans-Pacific Partnership, 
the 12-nation agreement the Obama 
administration hopes to complete 

| this year, will contain new types of 


The Data Trade 


Share of 2014 U.S. imports and exports capable of being delivered digitally 
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rules governing digital commerce in 
a bid to ensure governments don’t 
block bits and bytes the way they’ve 
slowed down trade of physical goods 
with tariffs. 

At the heart of those rules is an effort 
by the U.S. to persuade countries to do 
away with laws requiring data be stored 
on local servers. Leading that push is 
Robert Holleyman, a deputy U.S. trade 
representative and former software 
industry lobbyist. It’s his job to head 
off the kinds of measures that make 
moving data harder and more expen- 
sive. Laws forcing data storage within 
national boundaries interfere with 
economies of scale, he says, much the 
same way that requiring automakers 
to use only domestically sourced parts 
would raise the price of a car. The con- 
tinued growth of cloud-computing ser- 
vices from the likes of Amazon.com 
and Google will depend on having 
a multinational set of clients under- 
writing staggering capital expendi- 
tures. “We’re trying to make sure that 
the costs of building and maintaining 
large data centers can be shared across 


borders,” Holleyman says. 


South Korea and the U.S. already got 
a taste of the trouble that can pop up 
without explicit rules about data flows. 
The two countries’ 2012 free-trade deal 
exhorted both sides in vague terms 
to avoid impeding data flows. They 
soon found themselves at odds over 
whether, under a new South Korean 
privacy law, U.S. insurers and banks 
could transfer data out of the country. 
Both sides have kept the peace through 
regular meetings to ensure the law 
doesn’t hurt business, an unwieldy 
solution underscoring the need for 
clear rules. 

For now, the U.S. spends much of 
its time countering the notion that 
local is necessarily better, or more 
private. Australia, part of the Pacific 
trade deal, requires that some health 
data be stored on in-country servers 
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for privacy reasons. In 2013, the 

Office of the Australian Information 
Commissioner found that 79 percent of 
people thought that offshoring private 
data was a misuse of their information. 
Holleyman’s solution: The trade deal 
should emphasize consumer protec- 
tion, regardless of geography. “Privacy 
can flow with the data,” he says. 

Embracing digital free trade has 
helped fortify support among com- 
panies that otherwise might not fight 
for the approval of trade deals. Over 
the past decade, IBM has shifted its 
focus from hardware to IT services 
that involve, say, handling data in 
Missouri or Louisiana that originated 
with clients in Latin America and Asia. 
If IBM is no longer moving hunks of 
silicon across borders, then it needn’t 
fret about duties on them. That’s why 
IBM is in the trenches, urging Congress 
to give President Obama the author- 
ity to bring back the Pacific trade deal. 
“If this were only an agreement about 
tariffs, we would not care,” says Chris 
Padilla, the company’s top lobbyist 
in Washington. 

Traditional manufacturers, too, 
depend on the free flow of bits and 
bytes in a way that’s seldom obvious. 
Data from Deere & Co.’s iconic green 
tractors pipe information from sensors 
that help optimize performance based 
on weather and other factors. Boeing 
planes can generate hundreds of tera- 
bytes of data in a single flight, informa- 
tion that helps ground crews around the 
world minimize downtime and extend 
an engine’s life. Says Brad Jensen, a 
professor of business at Georgetown 
University: “The need for the free 
flow of data is incredibly pervasive.” 
—Carter Dougherty 
The bottom line A new trade deal might help 


sustain the growth of cloud-computing services 
from the likes of Amazon.com and Google. 


Edited by Matthew Philips 
Bloomberg.com 
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COURTESY WHOLE FOODS MARKET 


Companies/ 
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» The pioneer of organic groceries has attracted bigger rivals, which are stealing its growth 


> Offering organic foods is “not unique to millennials—they've grown up with it. There's no cachet" 


Over much of the past 30 years, Whole 
Foods Market co-founder John Mackey 
enjoyed wild success selling organic 
groceries to the masses. That brought 
media buzz, fast growth, and high profit 
margins to his grocery chain. It's also 
attracted imitators. Now, with the likes 
of Kroger and Wal-Mart Stores mus- 
cling into everything from organic milk 
to sustainably raised salmon, Mackey 
finds himself fending off challenges 
from bigger rivals intent on eating 
Whole Foods’ lunch. 

Just how well the competition is 
doing became clear on May 6 when 
Whole Foods reported that sales growth 
at stores open more than 57 weeks 
had slowed to 3.6 percent in the most 


recent quarter, well off the 5.3 percent 
gain forecast by analysts. Mackey also 
announced a plan to revive growth by 
starting a lower-priced chain aimed at 
millennials next year. The disappointing 
growth and seeming change in strategy 
spooked investors, who trimmed almost 
10 percent from Whole Foods' stock 
price on the day after the news. 

“Business has really slowed down 
compared to what it used to be,” says 
Brian Yarbrough, an analyst at Edward 
Jones. “I fear they're being a little com- 
placent about what’s going on in the 
competitive environment.” 

So far, Whole Foods has said only that 
its as-yet-unnamed chain for millenni- 
als will be smaller and more focused 


Answer: Whole Foods 


on value, convenience, and technology 
than traditional Whole Foods markets. 
They'll also be cheaper to open and 
build, Mackey said. 

With the new stores, Whole Foods is 
targeting younger consumers who may 
not be as dazzled by its organic offerings, 
particularly when many of those items 
are increasingly available at their neigh- 
borhood grocery stores, says Virginia 
Morris, vice president for global con- 
sumer strategy at retailing consultant 
Daymon Worldwide. “It’s not unique to 
millennials—they’ve grown up with it,” 
she says. “There’s no cachet.” 

The grocer was founded in 1978 in 
Austin, Texas, by Mackey and a former 
girlfriend. It expanded quickly in the > 
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Whole Foods' Plodding Pace 


5:1 Growth of US. organic food sales 
Growth of Whole Foods same-store sales 
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During the recession, 
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2000s-there were fewer than 200‏ 4ه 
Whole Foods stores in 2006, compared‏ 
with more than 400 now-as it helped‏ 
introduce items such as kale and quinoa‏ 
to mainstream Americans.‏ 

In its glory days, from 2000 to 
2008, Whole Foods' average annual 
sales growth was 20.4 percent. Stores 
opened quickly, as the company 
snatched up cheap real estate that 
defunct retailers such as Circuit City 
had abandoned. Those gains slowed 
to 9.9 percent in the fiscal year ended 
Sept. 28, 2014, the smallest 
annual increase since 2009. 
Kroger and Fresh Market, 
which sells high-end produce, both 
logged better sales growth in their 
latest fiscal years. 

To hold on to shoppers, Whole Foods 
since 2014 has focused on lowering 
prices, especially on fresh fruits and 
vegetables. It also started running its 
first national ads, dubbing its campaign 
“Values matter.” But it hasn't pulled 
back on the fancy amenities that have 
given it an image to match its prices. A 
new store in Boston, for instance, has a 
spa; many others offer valet parking. 

Sales of organic foods in the U.S. 
jumped 11.3 percent, to $39.1 billion, 
last year, according to the Organic 
Trade Association. The problem for 
Whole Foods is that an increasing 
share of those sales is going to main- 
stream players in the U.S. grocery 
store business, which logged $1.07 tril- 
lion in sales last year, according to 
Euromonitor International. 

Kroger's natural and organic Simple 


Truth line has become a $1 billion-a- 
year brand. Costco Wholesale sells 
organic and grass-fed beef and organic 
coconut oil under its Kirkland Signature 
brand; its total organic sales were close 
to $3 billion last year. Even Wal-Mart 

is hawking everything from organic 
chia seeds to its Wild Oats Marketplace 
organic marinara sauce. There are 
about 3,800 Wal-Mart stores in the U.S. 
that have at least 30 Wild Oats items, 
the company says, plus about 2,300 


Walmarts have separate organic produce 


sections. *You've got a number of com- 
petitors out in the marketplace that are 
| growing very rapidly-Kroger, Sprouts 

Farmers Market, Trader Joe's, Fresh 
Market," says Bruce Cohen, senior 
partner at consulting firm Kurt Salmon. 
“It’s caused Whole Foods to pause.” 

Whole Foods concédes that rivals 
are encroaching on its Sales gains. 
“Everybody is jumping kind of on the 
natural and organic food\bandwagon, 
and that’s really frankly due to our 


success,” Mackey said on a May 6 analyst 


call. He and co-Chief Executive Officer 
Walter Robb declined to be interviewed 
for this story. | 

Developing a grocer specifically 
for millennials could be a gamble. 
Americans under the áge of 35 prefer 
natural and organic food, which often 
costs more, and seék more transpar- 
ency on labels, according to recent 
Goldman Sachs research. Yet, while 


More mainstream Millennials tend to marry later 
grocers are entering and put off having kids, once 
the organics market they settle down and form fam- 


ilies, their shopping habits aren't that 
unusual, says Sucharita Mulpuru, a 
Forrester Research retail analyst. “It’s 
all delayed, but once those things 
happen, they spend just like their 
parents." That means the biggest deter- 
minants of where they will shop will be 
value, convenience, and selection. 

Even if Mackey is right about a need 
for stores tailored to a younger demo- 
graphic, his new tack could present 
problems, says Edward Jones's 
Yarbrough. The smaller locations will 
likely have lower profit margins and 
may cannibalize customers from Whole 
Foods’ namesake chain, he says. 

Some analysts think Whole Foods 
may be taking aim at Trader Joe's with 
its new concept. That 440-store chain 
appeals to young consumers who have 
broad, global tastes and like to hunt for 
items they might not find elsewhere, 
Daymon's Morris says. But Trader Joe's 
benefits from a perception that its 





| products are cheap-chic, while Whole 


Foods continues to grapple with its 
“Whole Paycheck” image. Says Morris: 
“That’s something they really haven’t 
been able to shake.” —Leslie Patton and 
Craig Giammona 

The bottom line Sales growth at established 


Whole Foods stores slowed to 3.6 percent 
recently, far below the pace of organics overall. 





Workplace 
You Take the Vacation. 
Your Boss Pays the Bill 


» Some employers try giving workers 
foreign holidays as a perk 


> “This is a way of reemphasizing 
how important work-life balance is" 


Delta Cockins just got back from an 
all-expenses-paid trip to Paris, cour- 

tesy of her employer, Betabrand. The 
company covered the cost of airfare and 
a hotel near the Louvre, says Cockins, an 
inventory planner at the San Francisco- 
based online retailer. Her co-workers 
pitched in $500 for spending money, 
and Cockins used the cash to buy her 
first pair of Christian Louboutin heels. 
“Pm always going to say Betabrand owns 
one of those shoes;" says Cockins, who 
spent her days learning to make her own 
perfume, shopping, and indulging in 
Paris's culinary offerings. 

Cockins's journey was part of 
Betabrand's FlyAway program. Every 
six to eight weeks a lucky someone from 
the office gets sent abroad, with the 
company covering airfare and lodging. 
The perk is available only to employ- 
ees who have never traveled outside 
the country. (Cockins, 41, didn't have a 
passport.) Betabrand also expects the 
globe-trotting employee to stay con- 
nected to co-workers through social 
media and deliver a companywide trip 
report afterward. 

“It adds to the workplace life here 
of celebration and shared adventure,” 
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“We see it more as 
these experience 
trips that will make 


them more 


well-rounded 


says Betabrand Chief Executive 
Officer Chris Lindland, who 
came up with the idea after 
learning at a happy hour last 
year that few of his 60 employ- 
ees had ever traveled abroad. *I know 
that sounds a bit inflated,” he says, “but 
it's really true.” 

Betabrand is one of a handful of com- 
panies pushing the boundaries of fringe 
benefits by offering subsidized travel on 
top of paid time off. Airbnb, Evernote, 
Afar Media, G Adventures, and 
ThinkParallax put up $1,000 to $4,000 
to help some or all of their workers get 
out of town. 

Their programs are anomalies at 
a time when extended absences are 
becoming the exception in American 
workplaces. A survey of 1,500 Americans 
by travel researcher Skift found that 
42 percent didn’t take a single vacation 
day during 2014, and federal statistics 
show that a quarter of the civilian work- 
force receives no paid vacation time. 

Most workplaces experimenting 
with subsidized leisure travel make all 
employees eligible to nab a free or an 
almost-free trip. But vacation support 
usually comes with stipulations. Travel 
is often limited to certain dates when 
it makes most sense for people to miss 
work, and sometimes employees have 
to dip into their vacation days to cover 
the time off. 

The employer-sponsored trips also 
aren’t a total holiday from work. Afar, 

a New York and San Francisco-based 
travel magazine, offers a yearly $2,000 
stipend for employees to travel to an 
international destination they haven’t 
visited. Participants are expected to 
post their experiences on the compa- 
ny’s website. 

ThinkParallax, a creative media 
agency in Encinitas, Calif., has turned 
its $1,500 travel program into a game. 
Participants have to pick somewhere 
new to visit and keep it a secret from 
co-workers. The travelers leave a 
trail of digital clues on Instagram and 
Facebook for people to guess their 
whereabouts. Once they return, the 
employee describes the destination in 
a presentation to co-workers, complete 
with photos and videos of their expe- 
riences, and a blog post about how the 
trip affected them. 

“This is a way of reemphasizing 
how important work-life balance is,” 
says Guusje Bendeler, creative direc- 


tor at ThinkParallax. “We see it more 
as these experience trips that will 8. 4 


years old 


human beings. 
That in return will 
produce better 
work” — Guusje 
Bendeler 
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make them more well-rounded 
human beings,” she says. “That 
in return will produce better 
work or better people.” 

Offering employees a free 
vacation is more about strengthening 
engagement with the employer than 
retention, and it’s probably a better 
investment than giving cash, says 
Brooke Green, a consultant at Radford, 
a compensation consulting unit of 
Aon Hewitt. “It’s the psychic reward 
of having the company send you on 
an experience,” she says. To get the 
biggest impact, there needs to be some 
connection between the work and 
travel. “It probably makes less sense if 
you sell security software or network- 
ing equipment,” she says. “In some 
way it needs to connect to the brand.” 

That’s certainly the case at Toronto- 
based G Adventures, a travel company 
offering safaris and treks. Its employees 
can annually go on one of its package 
tours free to get a deeper understanding 
of its product. 

Many companies that give subsidized 
vacations require employees to remain 
engaged during their travel. “We all love 
beach vacations,” says Afar Media’s Chief 
Product Officer Joe Diaz. But, “If that’s 
all we do on our trips, we come back and 
feel like there’s something we left on the 
table.” Aislyn Greene, an associate editor 
at Afar, put her $2,000 stipend toward 
10 days in Bali that included “epic food 
experiences,” a home stay, and luxuri- 
ous hotels. Diaz credits his program for 
bringing authenticity to Afar’s editorial 
content, which has won a James Beard 
Award and other accolades. 

Returning employees give the travel 
subsidies high marks. Maddie Lochte, 

a graphic designer at ThinkParallax, 
spent 10 days in New Zealand on the 
company’s dime, including plenty of 
time climbing mountains and exploring 


More Wear and Tear 
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caves. She says the art and architec- 
ture in Auckland gave her ideas for proj- 
ects, and she returned home feeling 
refreshed as a designer. After her trip 
to Bali, Afar's Greene says she looks at 
stories she edits differently. *It was so 
different from any westernized city I've 
visited that it reminded me there are 
many, many different ways to look at 
the world;" she says. 

Whether such benefits will become 
more widespread is uncertain. “It’s 
a question of sustainability,” says 
Radford's Green. *We see startups 
offering generous and creative perks 
that they have to discontinue when 
they become a much larger company.” 
— Rebecca Greenfield 


The bottom line While a quarter of the U.S. 
civilian workforce gets no paid vacation time, 
some companies give free travel as a perk. 





Autos 
A Loophole Big Enough 
To Drive a Car Through 


» Deaths needn't be made public for 
cars more than 10 years old 





> “The law is absolutely out-of- 
date. ...It ought to be open-ended” 


While Christmas shopping last year, 
Dianna Moulton, a 69-year-old grand- 
mother from Dearborn, Mich., drove 
into a parking lot lamppost. The acci- 
dent left only a crack in the bumper of 
her 2002 Honda CR-V. But the air bag 
went off, exploding with such force that 
she was left with a broken eye socket 
and other facial fractures. 

Details of such mishaps are normally 
added to the early warning database ۳ 
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cars and trucks on 
the road in 2015 are 
older than 10 years old, 
beyond the limits of 
many current recall 
requirements 
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* kept by federal auto safety regulators. 
But Moulton’s accident came to light 
only because she sued Honda Motor 
for compensation, claiming that air bags 
made by parts maker Takata explode 
with too much force. Under U.S. safety 
rules, automakers aren’t required to 
publicly report suspicious accidents and 
fatalities for models more than 10 years 
old. So hundreds of crashes don’t make 
it into the government database, which 
is designed to provide an early warning 
of defect patterns that regulators can use 
to assess whether a recall is necessary. 

Safety advocates say that’s especially 
worrisome because the average age of 
cars on U.S. roads is 11.4 years, so about 
47 percent of vehicles aren't covered 
under existing regulations. “The law is 
absolutely out-of-date because compa- 
nies have made it out-of-date by ignor- 
ing defects for so long in some of these 
cases,” says Joan Claybrook, a consumer 
advocate who led the National Highway 
Traffic Safety Administration (NHTSA) in 
the 1970s. “It ought to be open-ended.” 

Legislation introduced in February 
by Representative Jan Schakowsky 
(D-Ill.) would eliminate the 10-year 
limit. It’s being reviewed in commit- 
tee. “It’s clear from the Takata air bag 
debacle that the early warning system 
doesn’t work when it’s confined to a 
time frame,” says Kevin Dean, an attor- 
ney at Motley Rice in Mount Pleasant, 
S.C., who’s handling Moulton’s case. 
Takata declined to comment. 

Chris Martin, a Honda spokesman, 


+ said in an e-mailed statement that the 


company hasn’t confirmed that any 
crash-related injuries were caused by an 
air bag deploying with excessive force; 
Honda is investigating the issue. Asked 
if the early warning database should 
include vehicles older than 10 years, 
Martin said Honda 
will comply with 
“applicable federal 


Quoted 





rules now or in effect in the future.” 

Sometimes faulty design causes cars 
to fail. For example, defective ignition 
switches designed by General Motors 
have been linked to 100 deaths. But 
increasingly, safety advocates worry 
that aging parts will simply wear out 一 
and cause accidents—before a vehicle is 
consigned to the junkyard. 

Congress first put a time limit on 
recalls in 1974, when it required auto- 
makers to replace or repair for free 
defective vehicles 8 years old or newer. 
Back then cars typically didn't last 
much longer than six years, so not 
many models were left out. But over 
the years, the industry built succes- 
sively better cars, and Americans began 
to hang on to them longer, especially 
in hard times. When Congress decided 
in 2000 that automakers should pay for 
defects going back 10 years, vehicles 
were 9 years old on average, according 
to IHS Automotive. 

This year, about 121 million cars 
and trucks aren't covered under exist- 
ing rules, according to IHS, which pre- 
dicts that the average vehicle age will 
rise to 11.7 years by 2019. It may be time 
to ditch the time limit altogether, says 
Allan Kam, an auto safety consultant 


who worked 25 years at NHTSA. *Even if 


you make it 12 or 13 years, there will still 
be millions of vehicles not covered;" he 


' says. “If equipment is supposed to last 


the life of the vehicle, it Should measure 
the life of the vehicle." 

The Alliance of Automobile 
Manufacturers, which represents 12 car- 
makers including GM; Ford Motor, 


and Toyota Motor, hasn't taken a posi- 
—tion on eliminating the time limit. Nor 


has NHTSA, which, spokesman Gordon 
Trowbridge says, regularly evaluates 
potential defects on vehicles older than 


10 years. He also says existing regulations” | 


require automakers to notify NHTSA and 
consumers if a safety defect exists even 


DuPont “did a better job with the 
retail shareholder, who clearly 
doesntunderstand the issues. 

They did abetter job scaring people." 





| ifthe law doesn’t require a free remedy. 


“In many cases, manufacturers have vol- 
untarily or at NHTSA’s request provided 
free remedies on vehicles older than 

10 years,” Trowbridge says. —Jeff Green 
and Margaret Cronin Fisk 

The bottom line The average car in the U.S. is 


11.4 years old. Manufacturers aren't required to 
publicly report injuries in vehicles that old. 





Media 
ANew Weapon for Sports 
Pirates: The Set-Top Box 


» Hacked boxes make it easier than 
ever to see unauthorized matches 


١ > “It can be very difficult to tell a 


pirate service from a legal one" 


In his 32 years as a cop in Scotland, John 
McGowan oversaw investigations into 
murders and drug deals. These days; 
most of his sleuthing involves watch- 
ing soccer in pubs and hotels. After 
retiring 15 years ago as a police super- 
intendent, McGowan began working 
for a company that hunts for unauthor- 
ized broadcasts in Britain of soccer 
games and other sports events. It'sa 
job that's become busier lately because 
of growing sales of set-top boxes that 


_-ean be hooked directly to televisions to 


show pirated games and films. Finding 
the new devices requires *a lot of old- 
style detective work,” says McGowan, 
director for operations at Glasgow's ID 
Inquiries, which does investigations 
for the English Premier League. 

Sales of the devices, which can cost as 
little as $30 for a box with a year of pro- 
gramming thrown in, have surged in 
recent months, according to researcher 
Irdeto. It says the number of websites 
selling the illegal devices has more than 
doubled since November, to almost 450, 
and estimates more than 2.4 million of 
the bogus boxes are in use worldwide. 

The growth threatens revenue of 
soccer leagues and of broadcasters 
such as Sky and BT Group. The pair 
in February agreed to pay £5.1 billion 
($7.7 billion) for the U.K. rights to live 
English Premier League soccer for 
three years. If everyone with an illegal 
box were to buy a full-price subscrip- 
tion, broadcasters would see at least 
$553 million a year in new revenue, 
Irdeto estimates. 


NEIL HALL/REUTERS/LANDOV 


A hacked box can be purchased 
online, typically from vendors in 
China. When it arrives, getting it to 
work involves little more than plug- 
ging one cable into the TV and another 
into an Internet connection. The sup- 
pliers set up the box to automatically 
and illegally—receive content from 
pay-per-view companies such as Sky or 
Spain’s Promotora de Informaciones, 
or Prisa, which broadcasts Spanish 
matches. The vendors usually pay for a 
single legal subscription to the broad- 
casts, feed that into a server=often in 
China or the former Soviet Union—and 
then route programming to buyers. 
That gives users access to matches of 
the likes of Manchester United or Real 
Madrid, without subscribing to Sky 
or Prisa, which charge as much as $70 
monthly for their sports programming. 

Until about two years ago, most 
piracy was done via streaming to com- 
puters, says Rory O’Connor, a vice- 
president at Irdeto. The new 
boxes offer several advantages: 
They don’t have pop-up ads; 
TVs aren’t vulnerable to PC 
viruses; and the signal is more 
stable than Internet broadcasts. 
“It can be very difficult to tell a 
pirate service from a legal one,” 
O’Connor says. 

Authorities in dozens of countries 
have shut down websites that rebroad- 
cast live programming without per- 
mission—the Premier League says it 
blocked 45,000 sites worldwide last 
season—but the pirates often resur- 
face. For now, people who buy boxes 
for home viewing face few legal risks, 
says Samuel Parra, a Spanish attorney 
who specializes in cyberlaw. “It’s very 
difficult to go after the user, but the law 
is being worked on in Spain and other 
parts of Europe,” he says. 

Alex Martinez Roig, general direc- 
tor for content at Prisa, says the 
set-top boxes show that those who sell 
illegal broadcasts are trying to make 
things easier for viewers. And use of 
the devices is tougher for authori- 
ties to detect than streaming because 
the signals don’t come from a public 
website. “We haven’t yet found a way 
to react” to pirates, says Martinez Roig. 
“This is newer and more dangerous 
than streaming." — Rodrigo Orihuela 
The bottom line Pirates are using illegal set- 
top boxes to pilfer sports programming. More 
than 2.4 million are estimated to be in use. 
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The purchase price of 
the RadioShack brand. 
Hedge fund Standard 
General bought the 
name in an auction, 


along with some 
customer data and 
other intellectual 
property. 
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Briefs 
Southern Charmed 


By Kyle Stock 


0 «230 Volvo, the Swedish carmaker, said it would 
build its first U.S. plant near Charleston, S.C., as it 
struggles to reverse a swoon in American sales. 
The factory will cost about $500 million and ini- 
tially employ about 2,000 workers when it begins 
production in 2018. The long-ailing brand has 
made new efforts to win well-heeled buyers since 
China's Zhejiang Geely bought it from Ford in 2010. 
۵ 2209 Nine media properties, including the New York Times and 
National Geographic, have agreed to publish articles and vid- 
eos directly on Facebook, in a 
bid to reach the social network's 
1.4 billion active users. The pub- 
lishers can keep all revenue 
from ads they place within their 
articles published via the site or 
let Facebook handle the advertising for a 30 percent cut of the 
proceeds. 6.40 Virgin Group launched a division to develop 
and purchase recreational athletic events such as obstacle 
course races and triathlons. To lead the effort, it hired Mary Wit- 
tenberg, the longtime CEO of New York Road Runners, which 
puts on the city's famous marathon. Virgin Sport joins Walt Dis- 
ney and Nike in the race business. 6 a @ Fallout from the West 
Coast port strike dragged Macys results below expectations. | 
The department-store giant said profit for the quarter 
ended on May 2 fell 14 percent, to $193 million. 

The retailer also struggled with a strong dol- 

lar, which trimmed shopping budgets for for- bises usi 
eign tourists. 9.2 6 21st Century Fox will lower | wanttoknow FF Œ 
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Online sales of Tom 
Brady's No. 12 jersey 
doubled after the 

NFL suspended the 
quarterback for 

four games in the 
"deflategate" inquiry, says 
Fanatics.com, operator of 
the league's online store. 
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“We don’t 





the curtain on American Idol in 2016, after a investor tokena. ae 
14-year run. The show peaked in 2006 with | has the right ji 


Herbert Hainer, 
Adidas's CEO, on his 
preemptive hiring of 
advisory firm Perella 
Weinberg Partners to 
handle any future 
activist investors 


an average 30 million viewers and has since 
declined as competitors such as NBC's The 
Voice echoed the talent-show format. So far 
this season, /dol averaged 9.2 million viewers. 
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» More people die flying private or charter than commercial—often because pilots aren't careful 


> “Those who depend on pilots to provide safe transportation deserve pilots who are well-rested” 


At about 2 a.m. on Feb. 20, 2013, 
private jet pilot Richard Trammell 
woke up in Greenwood, S.C., and drove 
an hour to Thomson, Ga., to prepare 
for a short flight to Nashville, where 
his client, a vascular surgeon, was 
scheduled to see patients. Trammell 
tried to sleep in Nashville but, as his 
mobile phone records would show, the 
longest break between text or calls was 
an hour and five minutes. “I’m kinda 
out of the loop,” Trammell told his co- 
pilot, Jeremy Hayden, as they prepared 
to land back in Thomson that night. 
As they were about to land, a warning 
light went off, signaling the antilock 
brakes weren’t working on their twin- 
engine Beechcraft. Trammell and 
Hayden continued anyway, touching 
the ground for seven seconds before 
trying to lift off again. But Trammell 
failed to retract wing panels designed 
to slow the plane to a stop, according 
to the National Transportation Safety 
Board. Unable to climb, the Beechcraft 
lumbered forward, hit a power pole, 
and burst into flames. 

The crash killed the surgeon, 
Steven Roth, and four of his staff. 
Trammell, who with Hayden was 
١ injured, told NTSB investigators he 


he 

couldn’t remember the landing. The 
NTSB found Trammell at fault. The 
pilots dispute the agency’s finding; in 
ongoing civil suits, they claim the pole 
was too close to the runway. “Those 
who depend on pilots to provide safe 
transportation deserve pilots who are 
well-rested and otherwise fit for duty,” 
NTSB board member Robert Surhwalt 
wrote in a statement attached to the 
agency’s final investigative report 
on the crash. “That did not happen 
in this case.” 

Since 2000 there have been five 
times more fatal accidents in the | 
U.S. involving private and chartened 
corporate planes than airliners. 
Investigators cited pilot error | 
the causes of 88 percent of those 
crashes. Accident records show 
repeated examples of crews skipping 
safety checks, working long days, and 
overlooking hazards such as ice on 
the wings. In April, NTSB investiga- 
tors reported the pilots working for bil- 
lionaire Lewis Katz, who was killed last 
year when his skidded 
off a runway, rarely did standard pre- 
flight safety checks. 

In 2001 a chartered jet crashed in 
Aspen, Colo., killing 18. According to 





NTSB reports, the passenger who paid 
for the flight became irate after learn- 
ing he might miss an airport curfew. 
That contributed to the pilot's deci- 
sion to try landing despite not being 
able to see the runway, investigators 
concluded. Private pilots are subject to 
the whims of the people who pay them 
in a way pilots for airlines aren't, says 
Stuart Matthews, former president of 
the Flight Safety Foundation, which 
promotes better practices among cor- 
porate and charter operators. “I was 
constantly hearing stories of corpo- 
rate pilots who don’t get enough rest or 
who are always concerned about being 
pressured to press on,” he says. 

Airline crashes have become rare 
because carriers take steps to protect 
against pilot mistakes. The Federal 
Aviation Administration doesn’t 
regularly inspect many corporate aircraft 
operators, and pilots are often left to 
decide when it’s safe to land or how 
many hours they work. “If they don’t say 
yes to every flight, they worry about the 
owners looking for another flight depart- 
ment,” says Melissa Washburn, a pilot 
who flies business planes. 

Commercial aviation is regulated 
by multiple tiers of U.S. law, but 
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privately owned aircraft have almost 
no oversight. “Nobody’s paying atten- 
tion,” says Kitty Higgins, who served as 
an NTSB member from 2006 to 2009. 
The FAA has begun introducing safety 
data monitoring for private operations 
like that used by airlines, but NTSB 
Chairman Christopher Hart says adding 
new rules won’t make a difference. “A 
lot of times we’re talking about people 
who aren’t following the regulations 
anyway, so I’m not sure that more regu- 
lation is the answer,” he says. 

The National Business Aviation 
Association and the International 
Business Aviation Council say it’s 
unfair to indict the entire sector based 
on the behavior of a small number 
of pilots. “For operators whose flight 
crews routinely adhere to industry best 
practices, the likelihood of a fatal acci- 
dent is greatly diminished,” says Peter 
Ingleton, a director at the Montreal- 
based aviation council. Berkshire 
Hathaway's NetJets, which oper- 
ates with airline-like safety standards, 
hasn't had a fatal accident since 2000. 

Then there are companies such as 
Quest Diagnostics, whose private fleet 
for delivering medical specimens had 
two fatal accidents, one in 2003 and 
and another in 2009. After the second, 
NTSB investigators documented 
reports of crews flying overnight after 
working day shifts, pilots pressured 


Yampa Valley 
Regional Airport, 
Hayden, Colo., 
Feb. 19, 2012 


to make low-visibility landings, and 
workers punished after raising safety 
concerns. Quest, which declined to 
comment, has since voluntarily agreed 
to greater FAA oversight. *This was the 
way they did things, and they didn't 
have a reference to know better,” says 
Christopher Andreychik, a former 
Quest pilot. “That’s what bred this 
cowboy mentality.” —Alan Levin 

The bottom line Accident records show fatal 


crashes on private jets outnumber those on 
airlines because of safety lapses. 


Elections 
Shareholders Revolt 
Against Dark Money 


» An Arizona utility’s campaign 
spending draws pro-solar activists 


> “They are polluting the debate. It 
ends up being a big food fight” 


On May 20, Pinnacle West Capital, the 
holding company that owns Arizona’s 
largest utility, will host its annual 
meeting at the Heard Museum in central 
Phoenix. Shareholders will elect direc- 
tors and approve executive compensa- 
tion packages. They'll also vote on a less 


The wild life of 
secret bees 28 


The ER—without 
George Clooney or 
the hospital 30 





routine proposal: a requirement that 
Pinnacle West disclose contributions to 
nonprofit advocacy groups that can raise 
and spend unlimited amounts of money 
in elections without identifying donors. 

“Investors don't understand how 
these activities are helping the company 
and would like more transparency 
of what they are doing and how they 
are spending shareholder dollars that 
appear to undermine renewable energy 
policy in the state,” says Amelia Timbers, 
an energy program manager for As You 
Sow, a shareholder advocacy group 
focused on social issues. As You Sow 
wrote the proposal on behalf of Calvert 
Investment Management and First 
Affirmative Financial Network, two 
socially conscious investment funds that 
own or advise clients who own Pinnacle 
West shares. 

The shareholder revolt grew out of a 
bruising election last November for two 
open seats on the Arizona Corporation 
Commission, which regulates utili- 
ties in the state. Candidates who were 
considered friendly to the fast-grow- 
ing solar industry were defeated after 
two nonprofits, Save Our Future Now 
and the Arizona Free Enterprise Club, 
spent $2.3 million on ads and mailings 
against them. Pro-solar activists say the 
nonprofits were funded by Pinnacle 
West and its power company, Arizona 
Public Service (APS). *We support » 
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candidates and causes of either party 
that are pro-business and support- 

ive of a sustainable energy future for 

Arizona,” says Pinnacle West spokesman 

Alan Bunnell. “We don’t discuss individ- 

ual contributions.” 

In 2013, APS acknowledged to the 
Arizona Republic that it gave $3.7 million 
to two nonprofits to buy ads support- 
ing a regulatory change that would have 
increased the monthly bill for custom- 
ers with home solar panels from $50 
to $100 per month. The commission 
settled on just a $5 a month increase. 
The campaign drew the attention of 
First Affirmative and Calvert, setting the 
current shareholder proposal in motion, 
says Timbers, of As You Sow. 

Solar advocates say utilities across 
the country are seeking to limit the 
market for rooftop solar panels, which 
allow homeowners to generate their 
own power and sometimes sell the 
excess back to the grid. Installations 
have climbed more than 50 percent 
annually during the last three years. 
Utilities say customers with solar 
panels don't pay their fair share to 
maintain the power grid, because in 
certain states they can use credits from 
their surplus power to avoid most of 
their electric bill, and that forces non- 
solar customers to pay higher bills. 

One group that received funding from 
APS in 2013 is the Virginia-based 60 Plus 
Association. The group positions itself 
as a conservative alternative to AARD. 
In addition to antisolar 
activity in Arizona, the 
organization has spent 
money in Alabama. 


“I remember 
thinking over the 
holidays, OK, why 
don’t we just 





organize Its national spokes- 
ai waren man, singer Pat Boone, 
y: recorded campaign 
Arizona state 
legislator robocalls support- 
ing the opponent of a 
Republican member 
of the Alabama Public 


Service Commission who suggested 
conducting a full review before allowing 
Alabama Power to raise rates. Alabama 
Power spokesman Michael Sznajderman 
says the utility doesn’t spend money on 
public service commission campaigns, 
but has supported trade groups that 
may have been involved in funding non- 
profits that ran attacks in that race. 
In Louisiana, 60 Plus supported 
a proposal before the state’s public 
service commission to limit solar instal- 
lations. Americans for Prosperity, an 
advocacy group backed by conservative 
١ activists Charles and David Koch, also 


campaigned for the restrictions. “It’s 
really politicized it,” says Jeffrey Cantin, 
president of the Gulf States Renewable 
Energy Industries Association. “It 
hasn’t helped our conversation about 
what’s good for Louisiana.” 

Since the Supreme Court’s 2010 
Citizens United decision loosened restric- 
tions on political spending, traditional 
influence peddling has been paired with 
costly campaigns designed to shift public 
opinion on a variety of issues, includ- 
ing energy. In Michigan, a group called 
Citizens for Michigan’s Energy Future 
bought airtime to combat a proposed 
increase in the amount of so-called clean 
energy power from renewable sources 
like solar and wind—power that utilities 
are required to buy. 

Utilities engage in outside spending 
to their own detriment, says Stephen 
Smith, executive director of the 
Southern Alliance for Clean Energy. 

The group is pushing for a constitu- 
tional amendment lifting barriers to 
solar power in Florida, where Americans 
for Prosperity and other nonprofits 

are opposing the changes. The outside 
groups, Smith says, are “out there using 
bumper sticker slogans and their big 
megaphones and their wallets. They are 
polluting the debate. It ends up being a 
big food fight.” 

The shareholder initiative in Arizona 
is supported by Ken Clark, a Democrat 
who won a seat in the state legislature 
in November. During the campaign, 
Clark, who supports expanding solar 
power, grew frustrated by the influ- 
ence of pro-utility interests in the race. 
“T didn’t know how to deal with these 
guys,” he says. “I remember thinking 
over the holidays, OK, why don’t we just 
organize shareholders?” 

Clark says his fight with APS is about 
more than opening up the market for 
solar energy. “You get some small water 
company somewhere that’s buying up 
rights to water in a state that’s going to 
have water problems,” he says. “They 
could spend $20,000 or $50,000 to over- 
whelm a water district board. Or a com- 
munity college board or a fire district 
board-anything that’s elected—and 
they don’t have to disclose.” 

Pinnacle West’s board of directors 
has recommended voting against the As 
You Sow proposal. The company says 
it complies with laws governing the dis- 
closure of political contributions, board 
members wrote in a proxy statement. 
“Political interaction is important to 
shareholder value,’ the board wrote. 


Pollination by wild 
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“While the proponent claims that lob- 
bying exposes our Company to risks, 
we believe that the failure to engage in 
critical public policy developments that 
impact our business would represent a 
far greater risk to shareholders’ inter- 
ests.” — David Purcell, Mark Chediak, 
and Margaret Newkir 





The bottom line Utilities have channeled 
millions to nonprofit political advocacy groups 
opposing solar energy without disclosing it. 


Agriculture | 
Betting on Nature 
To Solve the Bee Crisis 


| 


r 
» Research into colony collapse 
shows wild bees can help farmers 





> "They get no credit. No on raises 
them. They live on the margins" 


The apple trees are blooming on E] 
orchards in upstate New 
York, halfway between Syracuse and 
Rochester. That's drawn 38 species 

of bees, who spread pollen as they 
forage for nectar. For years, Simpelaar 
paid beekeepers to truck insects in. 


ı Then colony collapse disorder struck, 
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Commercial 


honeybees add 
more than 
$1 5 b ۴ ١ triggering shortages of commercial 
(the Ue economy "E و‎ 7 | honeybees at peak flowering times. 
1 Three years ago he stopped bringing 





in hives and found he didn’t see any 
change in his yields. “I might have just 
been wasting my money,” he says. “You 
don’t see the native bees like you do the 
honeybees, but they do a lot of work.” 
Simpelaar is one of hundreds of 
fos eae we farmers turning to wild bees after 
ههه‎ | | nearly a decade of federally funded 
لس‎ Lh o research failed to identify a solu- 
tion or even a definitive cause for 
colony collapse, blamed on a variety 
of causes including pesticides and 
mites. A study released on May 13 by 
the government-funded Bee Informed 
Partnership showed winter losses in 
commercial bee colonies slowed this 
year to 23 percent from an average 
of 29 percent, but a spike in summer 
deaths pushed losses from April 2014 
through this past March to 42 percent, 
the second-highest on record. “Ten 
years ago we all thought, the honey- 
bees are cheap and we'll always be able 
to get them," says Bryan Danforth, an 
| entomologist at Cornell University. 
mE With at least $15 billion in U.S. 
Bees in crops dependent on commercially 
raised honeybees, the government 
Trees has allocated about $40 million 
f a year to study the insects and 
other pollinators such as birds and bats, 
four times the 2006 level. What ento- 
mologists have found is that growers of 
some orchard and vine crops may not 
need commercial bee services at all. 
Wild bee species including bumblebees 
and blue orchard bees nest alone rather 
than in hives. Research shows that if 
they're given a chance to do their work, 
they can keep many crops going just 
as well as commercially raised honey- 
bees. “We have real good evidence that 
native bees are more effective for some 
crops" including apples and squash, 
| —_ - Y o 7 says Rachael Winfree, an entomologist 
Y M" -区 ~. te tie fae | se, at Rutgers University. “But they get no 
M WV. 6 | "n m uL EET credit. No one raises them. They live on 
i. LM | wu. T لل‎ the margins." 
| uo. 2 "CIN For some crops, including California's 
Loss of honeybee ghi Alt د"‎ ٢٢ $6.5 billion almond harvest, honeybees 
colonies | | i p یب۹‎ x» kr. are crucial to keeping up industrial-scale 
"n I»- 7 | production. For smaller crops, it turns 
out that maintaining untamed habitat 
near orchards is the key to getting a 
healthy population of native bees to 
stick around. Sherry Dudas, manager 
of Honey Brook Organic Farm in 
x | | | Pennington, N.J., which runs one of 
2010-11 ^ 2014-15 the largest community-supported 
١ agriculture programs in the country, Wk 
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says she and her husband are letting‏ 4ه 
plants grow along streams on their‏ 
property to attract more wild bees. “We‏ 
have a shortage of beekeepers in New‏ 
Jersey,” she says. “This gets us what we‏ 
need for free.” —Alan Bjerga‏ 

The bottom line Research into honeybee 


colony collapse hasn't come up with a fix, but it 
shows some farmers can rely on wild bees. 


Health Care 
The Texas Approach to 
Emergency Treatment 


» Private chains lobby to open ERs 
catering to the well-heeled 


> "When was the last time you had 
a good experience in a hospital?" 


Holly Westerby was sitting on the side- 
lines of a YMCA field in Houston watch- 
ing her 9-year-old son play flag football 
one Friday night in March when she 
noticed he kept shaking his hand like it 
hurt. She pulled him to the side and saw 
his thumb was purple. Westerby took 
the boy to the closest emergency room, 
a center called First Choice. In less than 
two hours, her son saw a doctor, got an 
X-ray, and had his fractured thumb put 
in a splint. 

The ER that Westerby visited is one 
of 145 independent emergency centers 
that have opened in Texas since 2010, 
when the state became the first in the 
U.S. to license ERs with no hospital affil- 
iation. Unlike traditional emergency 
rooms, they handle only basic cases 
that don't require surgery or overnight 
stays. “If I thought I was having a heart 
attack, I don't know that I'd go there,” 
Westerby says. *But for minor injuries, 


Transportation In Tragedy's Wake 


A day after Amtrak's deadly May 12 crash in Philadelphia, the House 
Appropriations committee passed the fiscal 2016 Transportation, 
Housing, and Urban Development (T-HUD) Bill, cutting the budget of the 
Federal Railroad Administration. — Cynthia Hoffman and Mark Glassman 


$1.4b 


I just feel that the whole process is so 
much quicker." 

The Affordable Care Act was sup- 
posed to cut emergency visits by giving 
more patients access to primary care 
doctors, but a survey released on May 4 
by the American College of Emergency 
Physicians showed the opposite has 
happened: Seventy-five percent of ER 
doctors reported an increase in patients 
over the past year, in part because there 
aren't enough primary care doctors to 
see newly insured patients. 

That's good news for companies like 
Adeptus Health, based in Lewisville, 
Texas, which owns the First Choice 
Emergency Room chain. Adeptus has 
52 emergency centers in Texas and 
an additional 12 in Colorado affili- 
ated with the University of Colorado 
Health system. It's paying lobby- 
ists in other states, including Arizona 
and Ohio, to push for regulatory 
changes that would allow it to open 
ERs there. The company also has lob- 
byists in Washington. Since 2012 its 
patient volume has more than doubled 
and operating revenue has tripled, to 
about $211 million. “When was the last 
time you had a good experience in a 
hospital emergency room?” asks Brooks 
O’Neil, an analyst at Dougherty & Co., a 
financial research firm. 

Outpatient emergency rooms have 
been around since the 1970s and were 
conceived largely as a way for hospi- 
tals to provide service to medically 
underserved areas like poor rural 
regions. Adeptus and other indepen- 
dent ER operators are inverting that 
model, catering to wealthy subur- 
ban patients who, when they run into 


medical trouble, “We don’t know 
don’t want to drive TTL. 
to urban hospitals of this accident.... 
and wait long hours. Miss pbi) 
By law these ERs if we don't invest 


in the capital 
infrastructure 


of our country, 
there will be future 
accidents.” 

— Representative 
Chaka Fattah 
(D-Pa.) 





can't accept Medicare and Medicaid, 
and some insurers don't cover all their 
services. Many are owned or staffed by 
former hospital ER doctors weary of 
bureaucracy and stressful work environ- 
ments. “Lots of my colleagues have said, 
"That's it, Pm going to hang up a shingle 
and do it my way; ” says Dr. Howard 
Mell, a board-certified emergency phy- 
sician and spokesman for the American 
College of Emergency Physicians. 

Emergency centers charge prices 
comparable to those at hospital ERs, 
including fees that can run as much 
as $1,000 just for walking in the door, 
which they say are necessary to cover 
the cost of staying open around-the- 
clock and maintaining expensive diag- 
nostic equipment. According to the 
Texas Association of Health Plans, a 
trade group that represents health insur- 
ers in the state, a typical bill at a free- 
standing emergency center is about 
$1,400, compared with about $200 at 
urgent-care centers, which generally 
take insurance but handle only minor 
emergencies such as sprains and cuts 
that require stitches. Don Nielsen, direc- 
tor of government relations for the 
California Nurses Association, which 
opposes independent emergency 
centers, calls them “a fraud on the 
public. They like to be able to charge the 
high reimbursement rates because it's 
‘emergency care, but in fact it's not.” 

First Choice centers are open 24 
hours a day and staffed by board- 
certified emergency doctors. They 
have radiology labs and are equipped 
to handle basic emergency care, such 
as setting broken bones or stabiliz- 
ing patients in cardiac arrest. Patients 
requiring surgery or advanced care 
are transported to nearby hospitals 
for treatment. In Texas, First Choice 
centers have opened in strip malls. 

In June the National Association of 
Freestanding Emergency Centers, a 
newly formed trade group representing 
the industry, will hold its first national 
conference in Dallas. It was started by 
Bradford Shields II, an Austin lobby- 
ist who spearheaded the 2009 push on 
behalf of independent ERs. He says, 
“Other states are starting to get very 
curious and calling to say, ‘If they can 


y amount approved in fiscal 2015 
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j l amount requested by the 
| president's budget for fiscal 2016, 
The total for T-HUD which would more than double 


grew by 2.8 percent, Amtrak’s infrastructure funds 
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do it, why can’t we?’” —Lauren Etter 





The bottom line Obamacare was supposed to 
reduce demand for ER care, but an increase is 
drawing private chains into the business. 


-$251.5m 


the difference 
'B Edited by Allison Hoffman 
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“ljust feel like | can't get 
out of this box" 


> Cisco andthe IT industry try to navigate a future beyond the golden age of the router 


» “There used to be thousands of CIOs all assembling their own Frankenstein data centers" 


John Chambers has long been consid- 
ered the IT industry's top salesman. 
The chief executive officer of Cisco 
Systems was early in pitching cus- 
tomers on the benefits of the Internet 
and briefly turned his business into 
the world's most valuable company 
during the first dot-com boom. On 
May 4, when he announced plans to 
step down as CEO, Chambers was still 
selling his grand vision- predicting that 
a wave of Internet-connected kitchen 
appliances will unleash an even bigger 
boom for networking technology like 
Cisco's. *We have a chance to do it all 
over again, except at a much larger 
scale,” he said during a press confer- 
ence announcing his successor. 

For IT companies, however, grand 
visions have lost much of their power 
since 1995, when Chambers, who 
remains chairman, became CEO. 
Hardware is becoming ever cheaper, and 
the growth of cloud-services providers 
such as Amazon.com has given compa- 
١ nies of all sizes an alternative to buying 


expensive data center equipment from 
the likes of Cisco, Hewlett-Packard, 
IBM, Microsoft, and Oracle. The five 
companies declined to comment. 

Beginning in the 1990s, each of the IT 
giants tried to build a portfolio of hard- 
ware and software that could make them 
the only IT company you'd ever need. 
As the Chambers era draws to a close, 
each is struggling to sell to customers 
more interested in software and cheap 
components than soaring rhetoric and 
broad product lines. *The impact of 
John’s evangelizing in the early years was 
amazing,” says Pierre Ferragu, a Sanford 
C. Bernstein analyst. But for the last few 
years, it’s been “close to zero.” 

Chuck Robbins, Cisco's new CEO, is 
also a career salesman, but his man- 
agement style seems focused on effi- 
ciency. At the May 4 press conference, 
his boldest statement was a vow to raise 
Cisco's “organizational rigor.” That's 
code for cost-cutting, *and it's exactly 
what the company needs,” Ferragu says. 

For the first 15 years of Chambers's 


tenure, Cisco and the other IT leaders 
aggressively fought one another for 
wider reach. While Cisco and Oracle 
began selling servers, HP and Dell 
expanded into networking equipment 
and corporate software. Now the com- 
panies seem more focused on protecting 
what they have. Instead of selling soft- 
ware outright, Oracle and Microsoft are 
shifting to a cloud subscription model. 
IBM has sold off the divisions that made 
servers and chips. HP is preparing to 
split its corporate IT business from PC 
and printer manufacturing. Dell has 
gone private to retool its operations, 
although spokesman David Frink says 

it plans to become *probably the only 
comprehensive IT company.” 

The rise of cloud computing has 
made it far cheaper for companies to 
outsource some or all of their IT to 
data centers of mind-boggling scale at 
Amazon and Google. “There used to be 
thousands of CIOs all assembling their 
own Frankenstein data centers, but 
that world’s gone,” says Scott McNealy, 


FROM LEFT: PHOTO ILLUSTRATION BY 731; ROUTER: PHILIP SOWELS/GETTY IMAGES; ROBBINS: PAUL SAKUMA/CISCO 


t‏ اا 






co-founder of Sun Microsystems, which 
was acquired by Oracle in 2009. Amazon 
and Google each use millions of Servers 
and a vast array of networking equip- 
ment to handle customer data, but they 


design and make much of it themselves. ښخ‎ 


Increasingly, smaller companies that 
want their own data centers will also 
be able to order gear more custom- 
ized for their needs than that of the 
Cisco generation. Dozens of IT compa- 
nies now build chips, motherboards, 
and servers from designs published 
by the Facebook-led Open Compute 
Project, a four-year-old effort to lower 
data center costs. This year, 70 percent 
of Goldman Sachs’s servers will be 
built by no-name manufacturers using 
those designs, and Bank of America 
says it aims to run 80 percent of its 
traffic through open-source hardware by 
2018. Open Compute Project head Frank 
Frankovsky, a former Facebook execu- 
tive, says its most active project focuses 
on making cheaper networking gear. 

This new openness reduces the influ- 
ence and profitability of the massive 
sales teams assembled by the big IT 
companies. The 174 companies that 
Chambers bought during his tenure 


Cisco Flops 


In the last few years, 
the router maker has 
struggled to expand 
into new businesses 





Cisco sold fewer than 
1,000 of these pricey 
videoconferencing 
systems 
10/2010-1/2012 





qu 
CIUS ; Flip 
After the iPad's success, 
Cisco chose not to give 
its corporate Android 


tablet a wide release 
6/2010-5/2012 


The popular video 
camera was axed during 
a broader retreat from 
consumer businesses 
5/2009-4/2011 





webex 


Quad 


It worked like Webex 
collaboration software 
but was way more 
expensive 
11/2010-4/2013 


Set-top boxes 


Cisco bought Scientific 
Atlanta for its TV boxes. 
Revenue has been 
shrinking for three years 
2005-Present 





Robbins inherits a 
stock price well off 
its 2000 peak 
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fed Cisco's 19,000 

sales reps a steady 

stream of new 

$80 products, from 
data center servers 
and security soft- 

$40 Ware to corporate 
Wi-Fi systems and 
business phones. 

o | Customers were 
likelier to keep 
taking the upsell 

than risk outages or the hassle of replac- 

ing a network. In a pinch, the Cisco rep 
could offer discounts or freebies—say, 

a new videoconferencing system for 

the CEO-to keep a rival with a superior 

product from getting the business. 

Today, however, shifting your compa- 
ny's payroll system to Amazon's cloud 
means you don't need to buy any extra 
equipment. With software, custom- 
ers who used to be willing to make time 
to sit down for a carefully tailored sales 
pitch can often download trial versions 
themselves. Even if a sales rep lands a 
meeting, most customers have already 
compared products and decided which 
ones to use, says Lew Cirne, CEO of 
cloud software company New Relic. 

“It’s great for companies to dream big, 
but the nature of the dream is chang- 
ing,” Cirne says of the IT business. Given 
that customers can switch cloud provid- 
ers with a few clicks, he says, the only 
reliable way to compete is to have the 
best product. “It’s very different from 
the Larry Ellison ‘I must crush everyone 
because I succeed by the death of my 
rival, ” says Cirne. 

The IT giants that seem to be dealing 
best with these trends are those that 
aren't fighting them. Since becoming 
Microsoft's CEO last year, Satya Nadella 
has untethered its Office software from 
Windows, creating versions for iOS and 
Android. Dell is working with nimbler 
makers of networking software rather 
than pushing its own technologies. 

Under Chambers, Cisco has made 
some tweaks to its old formula, too. 
Its selling more cloud services and 
beginning to position its software sepa- 
rately from its hardware. In December 
the company unveiled software that 
analyzes network traffic patterns to 
predict, for example, which ballpark 
concession stands will soon need a 
resupply of hot dogs. 
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Still, Cisco has struggled in the past 
five years to expand beyond Internet 
plumbing. Chambers has sold or 

shut down divisions that made home 
routers, video cameras, and an iPad- 
like tablet. Alex Henderson, an analyst 
for investment adviser Needham, says 
the company should ease up on acqui- 
sitions and temper its enthusiasm for 
advertising Internet-automated cars and 
coffee machines. *Ithink it's a waste of 
money,” he says. —Peter Burrows 

The bottom line Cisco's sales force of more 


than 19,000 is struggling to adapt to the 
openness of the cloud era. 


Chips 
Apple Plus Samsung 
Equals Terror for Rivals 


» The longtime archenemies are 
working in greater sync 


» “Samsung has come back with a 
vengeance into the chip market" 


The technology industry's greatest 
rivalry may once again be turning into 
an unstoppable alliance. Since August, 
when Apple and Samsung agreed to 
begin winding down their costly patent 
lawsuits, the onetime manufacturing 
partners have gotten back into serious 
business together. Samsung is making 
the main chip for the next iPhone and 
budgeting $14 billion for new plants 
and equipment expected to accom- 
modate, among other things, Apple's 
chips. In April, Samsung assembled a 
team of 200 employees to work exclu- 
sively on screens for Apple products. An 
X-ray analysis by researcher Chipworks, 
published on May 7 by repair website 
IFixit, shows the Apple Watch contains a 
Samsung chip at its heart. 

From this alliance, Apple gets access 
to one of the biggest, most sophisti- 
cated chip manufacturing operations 
in the world. Samsung gets crucial new 
chip orders to help make up for stag- 
nating mobile phone profits. Just about 
all the other chipmakers will suffer, 
starting with Taiwan Semiconductor 
(TSMC) and SanDisk. “Samsung has 
come back with a vengeance into the #۴ 








Technology 


“4 chip market,” says Betsy Van Hees, an 
analyst at Wedbush Securities. “When 
you look at all the capacity they’re going 
to put online, it’s an amazing amount of 
money that they’re investing.” 

With revenue from its telecom busi- 
ness down 19 percent last year, Samsung 
has good reason to refocus on chipmak- 
ing, which grew 6 percent in that time. 
In June more than 60 percent of the 
company’s operating profit came from 
phones. Six months later, the number 
was 37 percent. On April 29, Samsung’s 
first-quarter earnings showed growth in 
every one of its component businesses, 
which now account for most of the com- 
pany’s profits. 

Two weeks earlier, TSMC, which made 
the main chip for previous versions 
of the iPhone, forecast slower-than- 
expected annual sales growth and cut 
its spending plans by about $1 billion, to 
between $10.5 billion and $11 billion. The 
company says it’s lowered its outlook 
because of weaker orders from smart- 
phone customers. 

SanDisk, which makes memory 
chips for the iPhone, iPad, and Mac, 
also released disappointing forecasts. 
The company projects 2015 revenue 
of $5.4 billion to $5.7 billion—well shy 
of analysts’ estimates of $6.15 billion— 
citing price cuts, product delays, and 
the loss of customers. Apple is believed 
to be among the lost business, having 
turned to Samsung for the flash drives 
used in many of its newer PCs, says 
Daniel Amir, an analyst at investment 
bank Ladenburg Thalmann. “Playing 
against Samsung is never easy,” Amir 
says. SanDisk’s biggest customer has 
been Apple, which accounted for 
19 percent of revenue, according to data 
compiled by Bloomberg. Its second- 
biggest customer’s been Samsung. 

Chipmakers including TSMC, Micron 
Technology, SK Hynix, and AU 
Optronics count Apple among their top 
three clients. Samsung makes a product 
that competes with every one of them 
and has begun farming out fewer of 
its own chipmaking needs. The latest 
Galaxy phones, released in April, use 
in-house processors, chips, modems, 
and image processors. 

Qualcomm, the world’s largest 
designer of phone chips and maker of 
the iPhone’s cellular modem, is among 
the providers the Galaxy no longer uses. 
The company lost the business partly 
because it makes chips in TSMC facto- 
ries with an older process that limits 
| improvements to battery life. Asked 


Detachable tablet in 
the dash can be used په‎ 
by truckers while self- 
driving is engaged 


Whatit 


can do 





> Read lane markings 

> Detect vehicles in 
front 

> Steer through curves 
and turns 

> Let drivers text, or talk 
on the phone, or watch 
You Tube 

> Coordinate “platoons” 
of trucks for better fuel 
economy 

> Start a countdown 
when the driver needs 
to take the wheel 


during an April 28 press conference 
what he could do to lure Samsung back, 
Qualcomm Chairman Paul Jacobs sug- 
gested his company might move produc- 
tion to Samsung’s plants. 

Together, Apple and Samsung make 
up 40 percent of the global smartphone 
market, according to researcher IDC; 
they account for 17 percent of chip pur- 
chases, according to research firm 
Gartner. So as the companies grow 
closer, they'll have even more leverage 
over the chipmakers that can't afford not 
to do business with them. —Ian King 
The bottom line Samsung chips are going in 


the iPhone and the Apple Watch, threatening 
pretty much everyone else in the industry. 


Navigation 
Daimler Veers Into 
Maximum Overdrive 








» The company’s self-driving 
Freightliner truck hits the road 


> “Ninety percent of truck accidents 
are due to driver error" 


A car that drives itself may be nirvana for 
daily commuters, but operators of long- 
haul trucks could reach this plane first. 
At a May 6 press conference in Nevada, 
the U.S?s largest heavy-duty truck man- 
ufacturer, Freightliner, unveiled a proto- 
type 18-wheeler called the *Inspiration 
Truck,” the world's first self-driving truck 
licensed for road tests. 

The truck's LED headlights, chain- 
mail grille, and mod, white-leather 
interior would be enough to earn 
it plenty of looks at a Flying J truck 
stop, but what sets it apart from every 
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Whatit 


can’t do 





۸ Change lanes i EI 
> Exit highways 


> Work on roads with 

insufficient markings 
> Work in cities 

" 


LED lighting accents 
glow blue when the 
truck is driving itself, 
p white when it’s driven 

by a person 


other semi on the road is its so-called 
Highway Pilot system, which uses radar 


to detect objects and lane markings 
around the truck and take over steer- 
ing, braking, and accelerating from the 
driver. At a nighttime unveiling atop 

the Hoover Dam, Wolfgang Bernhard, 
the global head of trucks and buses for 
Freightliner’s parent company, Daimler, 
said he expects the technology to adda 
“new dimension of safety.” 

The self-driving mode works like this: 
While traveling along a clearly marked 
road, the truck’s main display will light 
up an indicator telling you Highway 
Pilot is available. You can activate it by 
pushing a button on the steering wheel. 
The system is similar to cruise control, 
except that it also steers the truck. You 
have to stay behind the wheel, though, 
in case the software determines that it 
can’t handle upcoming twists and turns. 
In that case, the dash starts a 20-second 
countdown back to human driving. 

The implications are far greater than 
being able to reply to an e-mail while 
waiting to merge. More than 3,600 
Americans died in crashes with a heavy 
truck in 2013, according to the Insurance 
Institute for Highway Safety. Although 
federal regulations limit truck drivers to 
11 hours a day behind the wheel, that’s 
still a lot of time—and it’s unclear how 
many abide by the rule. “Ninety percent 
of truck accidents are due to driver 
error, and 1 in 8 of those are due to driver 
fatigue,” according to Bernhard. 

Daimler tested a self-driving Mercedes- 
Benz truck prototype in Germany last 
fall, but the U.S. is a more rigorous 
proving ground, says Martin Daum, head 
of Daimler Trucks North America. “The 
distances traveled in North America are 
far greater than what’s usually driven in 
Europe,” says Daum. U.S. trucks travel 
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more than 50 percent farther each year 
than, say, a truck in Germany, says the 
nonprofit International Road Federation. 

Lest unions start picketing Freightliner 
factories, executives were quick to note 
that the Inspiration Truck is a Level 3 
autonomous vehicle, as defined by 
the National Highway Traffic Safety 
Administration. That means a driver 
must remain at the wheel at all times 
while the truck is in motion and be able 
to take over driving “with a sufficiently 
comfortable transition time,” accord- 
ing to the agency’s regulations. Daum 
says tomorrow’s driver will be a “logis- 
tics manager” who oversees the auto- 
mated systems, talks with dispatchers, 
and drives the truck in places like cities. 
“The human brain is still the best com- 
puter money can buy,” he says. 

About 3 million heavy-duty trucks 
in the same class as the Inspiration 
move 9.2 billion tons of freight in the 
U.S. each year, estimates the American 
Trucking Associations. Fleet owners 
such as UPS and J.B. Hunt Transport 
aren’t exactly early adopters when it 
comes to new technology, but as online 
shopping tilts more commerce from 
physical stores to shipped packages, 
major trucking companies are likely 
to need more vehicles. The American 
Trucking Associations and researcher 
IHS Global Insight estimate that by 
2025, U.S. freight tonnage will have 
risen 23.5 percent from its 2013 figure. 
“This comes with a big challenge,” 
says Bernhard. “We have to manage 
the growth of our industry in a way 
that works for the environment and 
the economy. And that’s exactly what 
autonomous trucks can do.” 

Like other self-driving vehicles, 
Daimler’s technology isn’t legal in most 
places yet. Nevada is the only state 
letting Freightliner test its Inspiration 


Trucks, and Daum says not to expect 
one alongside you on the highway until 
the middle of the next decade. But he 
says he hopes to show regulators that 
the truck makes things easy enough for 
drivers that they should be allowed to 
spend more than 11 hours behind the 
wheel. Freightliner is also lobbying for 
permission to update some of its other 
systems, including by replacing rearview 
mirrors with smaller video cameras. 
Governor Brian Sandoval person- 
ally affixed the first Inspiration Truck’s 
license plate, and Freightliner has the 
lead for now. But Daimler should expect 
competitors to catch up quickly, says 
Steven Volkmann, an analyst for invest- 
ment bank Jefferies. “Freightliner 
deserves kudos for being the first, but 
they won’t be the last,” Volkmann says. 
“Something like this is inevitable.” 
—Sam Grobart 
The bottom line Daimler’s Freightliner is 


testing its self-driving truck on Nevada’s 
highways as it seeks wider regulatory approval. 


Deals 


Verizon’s AOL Deal 
Isn't About the News 


» The $4.4 billion acquisition is a bet 
on video advertising 


» "All those media businesses... what 
does Verizon want with those?" 


Since its 2009 spinoff from Time 
Warner, the end of what may have been 
the most disastrous merger in corporate 
history, AOL has become best known 
for its editorial operations. Chief among 
them is the Huffington Post, which Chief 
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Executive Officer Tim Armstrong bought 
for $315 million in early 2011. But some 
of AOL’s quieter acquisitions were what 
made it an attractive target for Verizon 
Communications, which announced on 
May 12 that it would pay $4.4 billion for 
the pioneering Internet company. “The 
principal interest was around the ad tech 
platform that Tim Armstrong and his 
team have done a really terrific job build- 
ing,” John Stratton, Verizon’s executive 
vice president and head of operations, 
said at an investor conference on the day 
of the announcement. “We really like the 
technology a lot.” 

The key to understanding the deal 
is Verizon’s plans for an ad-supported 
mobile video service. Under Armstrong, 
AOL has managed to transform itself 
into an expert peddler of video ads, and 
Verizon has decided that mobile video 
is a major part of its future, according to 
Stratton. *We've talked a lot about our 
over-the-top video ambitions, and this 
is, for us, a very important cornerstone 
enabler as part of that broader strat- 
egy,” he said at the investor conference. 

In 2013, AOL paid $405 million for 
Adap.tv, a video ad startup that special- 
izes in automating exchanges between 
advertisers and media companies, a 
process known as programmatic ad 
buying. Publishers offer videos they 
want to sell ads for, marketers supply 
ads they want to place, and AOL’s com- 
puters play matchmaker. This year, 
28 percent of the $2.2 billion video ad 
market will be purchased through a 
system like this, estimates researcher 
EMarketer, and by next year it'll be 
40 percent of a $3.8 billion market. 
Spending $4.4 billion for AOL may not 
have been the best way for Verizon 
to join the fray, but that deal makes 
Armstrong's purchase of Adap.tv look 
pretty smart. » 


Although Google has far 
more viewers, AOL and 
Facebook are growing 


much faster | 
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Innovation 


Vaccine Patch 


Form and function | 


Biodegradable microneedles in this 
disposable patch are designed to 
deliver vaccines painlessly via the skin. 


1 year-old Micron Biomedical in Atlanta 


ا 


Design Each 1-square- 
inch patch contains about 
100 microneedles. They 
dissolve after they puncture 
the skin and absorb water 
from tissue, dispersing the 

| vaccine into the body. 





Funding The 
National Institutes 
of Health gave 
Prausnitz’s 
29-person research 
team a $10 million, 
five-year grant in 
2010. In December, 
the Bill & Melinda 
Gates Foundation 
provided $2.5 million 
to work on a polio 
patch. 


Cost Prausnitz 
wouldn't estimate 
a retail price but 
says it should be 
comparable to 
that of a flu 
vaccine injection. 


Next Steps 


















“Less than half of 
Americans get flu 
vaccines. Part of it 
is, they don't like 


the needles. It’s 
inconvenient to go 
to get the shot.” 





Innovator Mark Prausnitz | 
Age 49 


Director of the Center for Drug Design, 
Development and Delivery at Georgia 
Tech and co-founder of eight-employee, 





Background 
Prausnitz has been 
working on his 
patches for about 

| 20 years. He says 

١ early progress was 
| slow because of 

|! low funding. 


Strains Patches are 
being developed to 
replace the flu, polio, 
and measles and 
rubella vaccines. 


Use With a plastic Band-Aid- 
like backing, the patch can 
be peeled off and disposed 
of after about 15 minutes on 
the patient's arm. 


Prausnitz's team is working with Emory University to begin clinical trials on the flu 
patch this summer, and he says he hopes to bring it to market within five years. 
John Treanor, a flu vaccine expert and professor at the University of Rochester, 
says one of the patch's major advantages is that users won't have to worry about 
disposal of contaminated needles. — Caroline Winter 


4 While lingering dial-up Internet 
customers still feed AOL the majority 
of its operating income- $127 million 
last quarter-the company's spot in the 
popular imagination is now defined by 
its media businesses. AOL.com is the 
41st most visited website in the U.S., 
according to rankings site Alexa.com, 
and the Huffington Post ranks even 
higher, at No. 30. Technology sites 
TechCrunch and Engadget are also 
AOL-owned, and in the past few 

years the company has become one 

of America's most viewed sources of 
online video. 

Publishing tech blogs and managing 
Arianna Huffington are very different 
from Verizon's main areas of exper- 
tise, which are installing cell towers 
and structuring fees for two-year smart- 
phone contracts. However, Verizon 
isn't the first telecom to get into the 
content business. Comcast agreed to 
buy NBCUniversal in 2009; when AOL 
merged with Time Warner, the conglom- 
erate also owned Time Warner Cable. 

Armstrong said in a memo to 
employees that he's staying on to head 
a division that will handle all of AOL's 
businesses as well as Verizon ventures 
targeting mobile and video audiences. 
AOL employees, he said, will be kept 
on at their current salaries or higher. 
“The simple answer to the question of 
*what does this mean for you?' should 
be, ‘I just got more resources, more 
support, and more growth opportu- 
nity, " he wrote. The company says 
all its media businesses will continue 
to operate. 

Verizon said in a statement that AOL's 
“premium portfolio of global content 
brands" helped make the company 
an attractive purchase. Still, there's a 
fair deal of skepticism that the phone 
company really wants to run a network 
of online publications. James McQuivey, 
an analyst at Forrester Research, was 
among those speculating that Verizon 
plans to sell the Huffington Post. Dan 
Rayburn, an analyst at Frost & Sullivan, 
says the deal makes sense only as a way 
for Verizon to acquire AOL's ad-serving 
technology. “All those media businesses 
AOL owns;" says Rayburn, *Engadget 
and all that-what does Verizon want 
with those?" —Joshua Brustein 
The bottom line With AOL, Verizon gets its 


first serious piece of the market that accounts 
for 28 percent of online video ad sales. 
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political, business, and community leaders will convene in Fort 
Lauderdale, Florida for the 2015 National Urban League 
Conference, Save Our Cities: Education, Jobs & Justice. 
Don't miss the hottest Conference of the summer and come 
to South Florida for an inspiring and empowering conference 
providing unmatched professional, civic engagement, business 
development, and networking opportunities. 
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. Empowering Sessions & Workshops . Women of Power Awards Luncheon 
. N.U.L. Experience Expo Hall & Career Fair . Young Professionals Summit 
. Business Luncheon with Facebook's Sheryl Sandberg . Guild Luncheon featuring Susan Taylor 
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CAN YOU REALLY CALL IT 


A SAVINGS ACCOUNT IF IT'S 
ONLY EARNING .019/o? 


ANNUAL 
PERCENTAGE 
8371 YIELD 


ACCURATE AS OF 04/27/15 








The Ally Online Savings Account. 
Call us crazy, but we believe a savings 
account should actually help you save. 
That's why an Ally Online Savings Account 
offers among the most competitive rates 
in the country. Not to mention, no monthly 
maintenance fees. So you can grow your 
savings and keep more of it. Theres no 
minimum deposit to open, just remember that 
fees may reduce earnings and your variable 
rate may change after opening the account. 
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Your money needs an Ally." 


E2D09-2015 Ally Financial inc 
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The General of 
Penny Stocks 


» Wesley Clark lends his name to some sketchy companies 





> “His appearance ona board is a huge red flag" 


Sixteen years ago, Wesley Clark was the 
four-star U.S. Army general running 
the Kosovo war. These days, he’s been 
pitching food-truck franchises to mili- 
tary veterans and helping a convicted 
felon raise money to grow hydroponic 
lettuce. “We'd love it if you joined 

with us in an investment,” the silver- 
haired Clark, 70, says in a promotional 
video for a company called the Grilled 
Cheese Truck. He’s pictured standing 
in front of a statue of a bald eagle in a 
replica of the Oval Office. “We’re going 
to be one of the fastest-growing young 
companies in America." 

The grilled cheese venture is losing 
money and hasn't signed any veterans 
as franchisees, and the lettuce operation 
is being sued for failing to pay its bills. 
They're just two of a dozen precarious 
ventures with which Clark has been asso- 
ciated since he retired from the Army 
with the self-proclaimed goal-a joke, he 
says 110۷-01 making $40 million. 

Clark is one of many former gover- 
nors, generals, and congressmen who've 
found second careers lending their name 
to tiny companies that are willing to pay 
for prestige. Since he ran for president 
in 2004, Clark has joined the boards of 
at least 18 public companies, 10 of them 
penny-stock outfits, whose shares trade 
in the “over the counter” markets, a 
corner of Wall Street where fraud and 
manipulation are common. 

All but one of the 10 lost value during 
Clark’s tenure. Three went bankrupt 
shortly after he left their boards, 
and the chief executive officer of one 
pleaded guilty to fraud. Only four of the 
30,958 people in Bloomberg’s database 
of over-the-counter board members 
have served on more boards than 
Clark. “His appearance on a board is a 
huge red flag,” says Joe Spiegel, whose 
fund, Dalek Capital Management, made 
money shorting the stock of one of 
Clark’s ventures. “These companies use 
people’s names to get legitimacy.” 

Clark’s also been a director of large, 
well-capitalized companies such as CVR 
Energy, an oil refiner listed on the New 
York Stock Exchange, and Amaya, a 
Canadian online poker company that 
trades on the Toronto Stock Exchange. 
Clark says he’s proud of his business 
record, and that he’s helped support 
small-time entrepreneurs with promis- 
ing ideas and emerging technologies, W 
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“4 rather than trading on his connec- 
tions to work for a big defense con- 
tractor as do some former Washington 
officials. Companies turn to him for his 
global connections and engineering 
background, not an endorsement, he 
says. *Nobody's going to invest in a 
company just because General Clark is a 
director,” he says. 

Besides serving on boards, Clark has 
worked as a consultant and an invest- 
ment banker. His clients include the 
man behind the lettuce project, Dennis 
Levine, whose role in a 1980s insider- 
trading ring helped inspire the Charlie 
Sheen character in the movie Wall Street. 

As long as there have been stocks to 
tout, promoters have used the names 
of prominent people to gain the confi- 
dence of the public, and there's nothing 
illegal about it. British lords who served 
on the boards of questionable com- 
panies in the early 20th century were 
nicknamed guinea pigs, for the one- 
guinea fee they were paid to attend 
meetings. David Paterson, the former 
New York governor who faced ethics 
scandals while in office, has worked for 
several penny-stock companies since his 
term ended. *You've got a lot of connec- 
tions, you've got a name, and they'd like 
to leech onto you,” he says. “They tell 
you about all this money you're going to 
make.” He learned to be more wary last 
year, he says, when a CEO he'd been in 
negotiations with was arrested for fraud. 

A West Point valedictorian and 
Rhodes scholar, Clark retired from the 
Army in 2000 after serving as NATO's 
Supreme Allied Commander in Europe 
during the war in Kosovo. He ran for the 
2004 Democratic presidential nomina- 
tion, dropping out after losing early pri- 
maries. His immersion in the world of 
penny stocks followed. By 2007 he was 
chairman of investment bank Rodman 
& Renshaw and had joined the boards 
of some of its penny-stock clients, 
including a shipper that went bankrupt 
and a rice-bran company whose CEO 
was later indicted for fraud. Clark says 
he helped force out the CEO. 

Rodman closed its securities business 
after many of the Chinese firms it 
took public in the U.S. turned out to 
be frauds. Clark says he helped the 
bank uncover the problem. He says he 
also sensed trouble at privately held 
InnoVida, whose product-a new type 
of building material-he once pitched 
to the president of Haiti. After further 
researching the company, Clark says 
١ he rejected an invitation to be on the 


Shots from the Grilled Cheese 
Truck investor video 


board. InnoVida's 
founder is serving a 
12-year prison sen- 
tence for fraud. Clark's 
annual fees have ranged 
from almost nothing to 
$250,000 per board. 

Levine, Clark's client 
in the lettuce venture, 
pleaded guilty to secu- 
rities fraud in the 1980s 
investigation that 
brought down Ivan 
Boesky and Michael 
Milken, the junk- 
bond king. A dapper 
dresser who drove a red 
Ferrari, Levine served 
two years in prison 
and was banned from 
the securities indus- 
try for life. In December, Clark helped 
Levine raise $500,000 from two inves- 
tors through a small investment bank he 
runs, Enverra Capital. Securities filings 
show that was the first step in a planned 
$5 million fundraising. *We checked him 
out,” Clark says, “and he seemed honest 
and legitimate in this business.” 

On its website, Levine’s closely held 
company, VFT Global, declares that 
it will solve the planet’s food, water, 
and energy shortfalls with a network of 
high-tech greenhouses. “All crops are 
grown in completely soil-less and con- 
trolled environments with all-natural 
nutrients,” it says. Levine, 62, acknowl- 
edges in an interview that the company 
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Losing Record 


While Wesley Clark was director of 10 penny- 
stock companies, 9 saw their shares fall. 


RAM Venture Rodman & 

Holdings -92% Renshaw -90% 
Makes hunting Offers electronic 
apparel with its own trading and 


loin The Grilled Cheese 


Truck Revoultion 














camouflage design 


Argyle Security 
Acquisition -91% 
Designs and installs 
video surveillance and 
other security gear 


Viaspace -33% 
Develops security and 
energy products 


Summit Global 
Logistics -72% 
Offers marine shipping, 
air freight, and 
related services 
NutraCea -96% 
Markets dietary 
supplements derived 
from rice bran 


investment banking 
Juhl Energy -81% 
Plans and manages 

the construction of 
wind farms 

Torvec -80% 
Owns automotive 
transmission and 
steering technologies 


Root9B 

Technologies +153% 
Focuses on 
cybersecurity and 


regulatory risk 


Grilled Cheese 
Truck 

Operates gourmet 
grilled cheese 
food trucks 


-73% 


has never grown 
anything; since forming 
in 2009 it’s mostly 
» sought financing for 
big ideas that haven't 
materialized yet, such 
as a $20 million green- 
house in Arizona to 
be paid for mostly by 
the Navajo Nation. 
“We will blanket 
the United States,” 
I Levine says. “That’s the 
game plan over time." 
Recently, Levine says 
he's started buying 
lettuce from other com- 
panies’ greenhouses 
and marketing and dis- 
fa tributing it. That hasn't 
ها‎ been without hitches, 
either. One of his growers, in Cleveland, 
claims in a lawsuit that VFT fell behind 
on its bills within 11 weeks of signing a 
contract and now owes about $167,000. 
Levine says the lettuce was of low 
quality or never delivered. Clark says 
he's optimistic about Levine's project. 
"There's so much interest in fresh food 
right now;" Clark says. *He's got a great 
model that's proven, and we think 
we're going to get a lot of uptake on it." 
Clark says his role in the grilled cheese 
venture is to find military veterans to 
staff the trucks or buy franchises. He 
was brought in and promised fees of 
more than $200,000 a year by a group 
of penny-stock promoters who'd taken 
over a couple of orange-colored trucks 
in Los Angeles that had developed a fol- 
lowing for their mac-and-rib-and-cheese 
sandwiches. They laid plans for a nation- 
wide expansion and said in presenta- 
tions to investors that they were a “first 
mover" in the *gourmet grilled cheese 
space.” In the promotional video, aimed 
at investors, Clark says buying the stock 
would provide a career opportunity for 
returning heroes. “This is leadership,” 
he says, over gauzy footage of soldiers 
in fatigues returning from overseas and 
embracing wives and children. “This is 
really boot-level nation building." Clark 
says he asked the company more than a 
year ago to stop using the video because 
he thought it was misleading; it finally 
disappeared from YouTube this month. 
The company raised $5 million in 
private sales of securities, and its 
stock started trading in January, giving 
it a market value of $108 million— 
about $10 million for each truck in 
operation. The stock has declined 
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almost 70 percent since then. The com- 
pany’s executives have paid themselves 
more than $1.7 million, which doesn’t 
include Clark’s fees. 
Grilled Cheese Truck recruited its 
first five prospects, in Phoenix, from 
the Wounded Warrior Project two years 
ago. Only one is still working for the 
company, and not as a franchisee. Three 
of the veterans say they were promised 
their own trucks, and the company 
didn’t follow through. Raoul Olivier, 
a former marine, says he didn’t know 
Clark was paid for his endorsement. “We 
all felt very used and abused,” he says. 
“We quit because of all the lies and b.s.” 
Clark says the veterans were well- 
treated; one quit because he didn’t like 
the long hours and another because 
he moved to Mexico; and two were 
fired for misbehavior. He acknowl- 
edges that the company's cash crunch 
has prevented it from offering fran- 
chises to more veterans. He's made little 
money for himself, he says, because 
the company hasn't had enough cash 
to pay his fees. *We're doing our best 
here,” says Chairman Robbie Lee. “We 
have a big ambition that we’ve been 
working on for a few years here, and we 
really are believing we can make a sig- 
nificant difference for veterans that’s 
sustainable.” In March, Grilled Cheese 
Truck started its latest fundraising 
effort, targeting another $5 million. 
—Zachary R. Mider and Zeke Faux 
The bottom line Since 2004, Clark has joined 


the boards of at least 10 penny-stock companies. 
All but one lost value during his tenure. 


Investing 
Buffett’s Derivatives Are 
Looking Smarter 


۸ Rising stock markets have helped 
ease paper losses 


۸ "Unless the world falls apart... it'll 
be another bet that he’s won” 


Warren Buffett famously called deriv- 
atives “financial weapons of mass 
destruction,” yet that didn’t stop him 
from using them. And during the finan- 
cial crisis, they did a lot of damage at 
his Berkshire Hathaway, sapping 
earnings and contributing to the com- 
pany’s loss of its triple-A credit rating. 
Things look rosier now. Berkshire’s 


A No-Lose Bet? 


Q4 2007! 


'- Berkshire Hathaway’s derivatives liabilities | 
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Since their first-quarter 
2009 high, liabilities 
have dropped 







March 31, from about $15 
earlier. Some of the co 
buyers against stock m 
and others compensate bondholders 
for losses if borrowers default. Thanks 
to rising stock prices and the stronger 
dollar, liabilities on the equity-linked 
derivatives have been dropping for 
years. Buffett settled some of the bond 
contracts, and others have expired. 
“Unless the world falls apart over the 
next couple of years, it'll be another bet 
that he's won,” says Meyer Shields, an 
analyst at Keefe, Bruyette & Woods. 

In his 2008 annual report, Buffett 
wrote that he personally oversaw each 
derivatives deal. Equity-put contracts 
were one type of derivative that lasted 
for either 15 or 20 years and were tied 
to four major global stock indexes. 

For instance, Berkshire might sell a 

$1 billion equity-put derivative on the 
Standard & Poor's 500-stock index 
when the benchmark is at 1,300, 

he wrote. If the index is 10 percent 
below that level at the end of the con- 
tract term, Berkshire would owe the 
buyer $100 million. If the index rose, 
Berkshire would owe nothing. It would 
have to pay out the entire $1 billion only 
if the S&P 500 went to zero. 

For Berkshire, the derivatives were 
almost a no-lose bet. The company 
typically was paid at the time it sold 
the derivatives, giving it cash it could 
invest over the life of the contract. “If 
we break even on an underlying trans- 
action, we will have enjoyed the use of 
free money for a long time,” he wrote. 
*Our expectation, though it is far from 
a sure thing, is that we will do better 
than break even and that the substan- 
tial investment income we earn on the 
funds will be frosting on the cake." 

A key feature of the contracts, 
Buffett wrote, was that they did not 
require Berkshire to regularly post 
collateral when the market moved 
against it. So while Berkshire's 


-$16b 
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ings might fluctuate from 
as the value of its 


Il out any cash. 
are what brought 
down American International 
Group during the financial crisis. 

In recent years, Buffett has expanded 
his company through some of his 
biggest acquisitions. He bought BNSF 
Railway in 2010, added to Berkshire's 
energy utility business, and together 
with buyout firm 3G Capital took over 
ketchup maker H.J. Heinz. Even if liabil- 
ities on the derivatives soar again, they 
probably won't have as much impact on 
Berkshire's results, says KBW's Shields. 
They've gotten small,” he says of the 
derivatives. “And Berkshire has gotten 
bigger" —Noah Buhayar 
The bottom line Berkshires liabilities on its 
derivatives contracts fell to $3.5 billion as of 
March 31, down from $15 billion six years ago. 


Technology 


The Gold Rushin 
India's Silicon Valley 


» Global money managers are 
looking for the next Alibaba 


» "Companies with even a vague idea 
or business plan" can get funding 


Big money investors have been swarm- 
ing India to grab a share of the country's 
booming Internet industry. Hedge 
funds, private equity firms, and money 
managers from the U.S. and around 

the world have pumped $3.8 billion 

into 26 Indian technology and 
e-commerce startups since the start of 
last year, according to data compiled by 
Bengaluru-based analytics firm Tracxn. 
“After Alibaba's IPO, funds began 
looking out for a frontier market where 
that story will be repeated,” says » 
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4 Aashish Bhinde, executive director 
at Avendus Capital, the country's most 
active adviser on e-commerce fund- 
raising. “India is the clear answer.” 
Alibaba Group founder Jack Ma has 
visited India in the past six months 
looking for investment opportunities. 
Among the 14 firms that have 
invested in the startups are Falcon 
Edge Capital of New York, Maverick 
Capital from Dallas, and Hong Kong's 
Tybourne Capital Management and 
Steadview Capital Management. 
Also in the group: Carlyle Group and 
Iconiq Capital, the San Francisco 
firm that manages 
money for Mark 


: Zuckerberg and 
په‎ -—-Sheryl Sandberg of 


(9% 


Share of India’s 


so fast between rounds 
that they feel compelled to 
come in early or get priced out.” 

Indian media has been filled with | 
discussions of whether Internet start- 
ups are experiencing a bubble ora | 
genuine boom. A UBS research report 
in April titled Is India in an E-commerce 
Bubble? concluded that the answer is 
no, even though valuations are “rich” 
compared with those in other markets. 
Investors are paying a premium based 
on expectations of exponential growth, 
wrote Gautam Chhaochharia, the 
report’s lead author. .^ 

Valuations may appear high, but 
investors aren’t simply throwing 
money at companies, says Avendus 
Capital’s Bhinde. “The hedge funds 


Facebook.— — which invest in India do rigorous due 
The beneficiaries | diligence,” he says. “It is not a spray- 
of foreign money and-pray approach." Bhinde, who 
Share of the include online describes himself as a *perennial 
Indian population grocers, a bill- bull" on Indian e-commerce, adds, 
that uses payment service, “We expect the Indian digital oppor- 
mentees and a seller of baby | tunity to grow 8 to 10 times in the 


. clothes and acces- 
sories. India's e-commerce market 
is expected to grow rapidly because 
75 percent of the country's Internet 
users who shop online are in the 15-to- 
34 age group, and only 19 percent of 
Indians are Internet users, a February 
report by PricewaterhouseCoopers says. 

Iconiq invested in online retailer 
Flipkart; Tybourne took a stake in 
FreeCharge, which offers online bill 
payment; and Falcon Edge invested 
in Locon Solutions, which operates 
the listing site housing.com, data com- 
piled by Bloomberg show. Spokesmen 
or principals for Falcon Edge, Maverick 
Capital, Iconiq Capital, Steadview 
Capital, and Tybourne Capital declined 
to comment. 

Startups in Bengaluru, the city for- 
merly known as Bangalore that is 
India's Silicon Valley, are now waiting 
only nine months or less between 
rounds of funding, rather than 18 to 
24 months previously, says Seshadri 
Krishnan, co-founder of Trip38 
Technologies, a travel-information 
aggregator that started last year. 
“Companies with even a vague idea or 
business plan are able to get funding, 
and the time between getting funds has 
shrunk drastically,” he says. 

One reason investors are putting 
money into fledgling companies, says 
Ravi Gururaj, an investor in Bengaluru 
with holdings in more than 20 start- 

١ ups, is that “valuations are stepping up 


next five years.” —Anto Antony and 
George Smith Alexander 


The bottom line Fourteen investment firms 
have poured $3.8 billion into 26 Indian tech 
startups since the start of 2014. 


Real Estate 
Murdoch Makes a Play 
For Zillow’s Crown 


» News Corp. wants to revitalize 
listing site Realtor.com 


> "A portal battle for the 
history books" 


Zillow Group became the king of 
online real estate by creating a 


website that features price J 


estimates—or Zestimates— 
for almost every American 
house. Now its old rival, 
Realtor.com, enriched 
and emboldened 

by its sale to Rupert 
Murdoch’s News 
Corp., is fighting for 
Zillow’s crown. 

“We want to 
emphasize what’s 
real,” says News 
Corp. Chief Executive 
Officer Robert 


Internet users 
who are 15 to 34 










Thomson, whose company paid 
$952 million for Realtor.com's 
parent, Move, in November. “And 

the Zestimate's not real." Neither he 
nor Move CEO Ryan O'Hara would 
specify what Realtor.com would offer 
to compete with Zestimates. “We have 
several product initiatives going on 
that are going to move the needle,” 
O'Hara says. 

Zillow counters that it constantly 
refines the algorithms for its Zestimates 
while also encouraging homeowners to 
update details on their property, such 
as the number of bathrooms or bed- 
rooms, according to Katie Curnutte, a 
spokeswoman. “It makes our database 
a lot more accurate;" she says. 

Both Zillow and Realtor.com get the 
bulk of their revenue from real estate 
agents, who use the websites for adver- 
tising homes and connecting with 
clients. Agents will spend $9.7 billion on 
marketing this year, according to esti- 
mates by Goldman Sachs. More than 
90 percent of homebuyers use the 
Internet in their search process and 
50 percent use mobile applications, 
according to the National Association 
of Realtors (NAR), which licenses its 
name to Realtor.com. Both Zillow and 
Realtor.com “have access to sufficient 
resources and both have a strong enough 
resolve so as to make this a portal 
battle for the history books,” Stefan 
Swanepoel, CEO of consulting firm 
Swanepoel T3 Group, wrote in an e-mail. 

Before Murdoch appointed him to 
run News Corp., Thomson had been 
editor of the Wall Street Journal, which 
he intends to use as a content source 
for Realtor.com’s website. This month, 
News Corp. introduced Mansion 
Global, a website with articles from 

mı the Journal’s Friday Mansion 
f \ section. News Corp. has said 
\ it is counting on growth in 
1 these online real estate 
ventures to make up 
for the continued 
decline in print 
advertising 


revenue.‏ 8 یآ" 


Zillow 
CEO Spencer 
Rascoff 
' addressed the 
- competitive 
concerns in 
an April 14 
conference 
call with 
' investors. 
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“We haven’t seen anything at 
Realtor.com or News Corp. that has 
directly impacted Zillow’s business, or 
at least successfully impacted our busi- 
ness,” he said. He declined to comment 
for this story. 

Among the top three home-listing 
websites, Zillow had almost 48 percent 
of traffic, including mobile, in March, 
according to researcher ComScore, 
followed by about 26 percent for 
Realtor.com, which came in just ahead 
of Trulia, the website Zillow bought 
this year. Realtor.com, in opera- 
tion since 1995, lost its online market 
lead after the Internet bubble burst 
and CEO Stuart Wolff was convicted 
of insider trading and falsifying the 
company books. 

Realtor.com’s visitor count rose 
38 percent in April from a year earlier, 
to 44 million monthly unique users, 

a faster growth pace than its biggest 
competitors, Thomson said during 

a May 5 conference call with inves- 
tors. Still, Zillow added more users, 
spokeswoman Curnutte says. “We’re 
starting off twice as big, and we’re 
adding more people,” she says. “They 
added 8 million people. Zillow added 
12 million in the same time frame.” 
Digesting Trulia is taking longer and 
costing more than expected, Rascoff 
said on the April conference call. 

Leslie Ebersole, a real estate agent 
in St. Charles, Ill., says she moved all 
of her marketing spending to Zillow in 
2013 because it offered better support 
than Trulia or Realtor.com. “Tm a 
card-carrying member of the NAR,” 
says Ebersole, a Realtor since 2005, 
who leads a team of six agents that 
sold $30 million worth of homes last 
year. “I’m fine with NAR promoting the 
Realtor brand with Realtor.com. But 
as an agent growing my business, that 
doesn’t help me against other agents.” 

Swanepoel predicts that the Zillow- 
Realtor.com competition will help 
the housing market by creating new 
products and improving the quality 
of market information: “The benefi- 
ciaries will be the homebuying and 
selling public that will have robust 
apps and tools and an ever-increasing 
database of property information.” 
—John Gittelsohn 
The bottom line After spending $952 million 


to buy Realtor.com, News Corp. is relaunching 
it to take on market leader Zillow. 


B Edited by Eric Gelman 
Bloomberg.com 
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Bid/Ask 


By Kyle Stock 





Picasso sets the pace at Christie's. The painter's Les Femmes d'Alger 
(Version "O") from 1955 fetched more than any artwork ever sold at 
auction, besting the $142 million spent on a Francis Bacon triptych in 
2013. Created as an homage to Henri Matisse, the celebrated painting 


last sold in 1997 for $32 million. Alberto Giacometti's Pointing Man 
fetched $141 million, setting a record for sculpture. 


$13.8l 


Williams simplifies its structure. By purchasing the 
40 percent of Williams Partners it doesn't already own, 
the pipeline operator may reduce its tax bill. 










Danaher buys Pall. Once the industrial giant subsumes 
Pall, a maker of filtration products, it plans to spin off its 
science holdings into a separate company. 


Exor sweetens its bid for PartnerRe. The all-cash offer 
from the Italian holding company is almost 6 percent 
higher than its previous bid. 


Verizon adds AOL. The Internet pioneer will help the 
telecom giant with its mobile video efforts, while adding 
technology to process automated ad placements. 


Noble Energy acquires Rosetta Resources. The tieup 
between the two Texas-based drillers may be the start of 
a wave of consolidation in the shale industry. 

DTZ purchases Cushman & Wakefield. The acquisition 
creates the third-largest commercial real estate company, 
behind CBRE and Jones Lang LaSalle. 


Teradyne enlists Universal Robots. The privately held 


humans in manufacturing facilities. 


Danish company makes units that work alongside e=" 
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> Vintners who boast their productis all natural are drawing ire from Big Wine 


> “If you buy a Snickers bar, you have the right to read what's in it” 


At his small winery in the foothills west 
of Madrid, Fabio Bartolomei points out 
a few things the giants in the industry 
don’t like to advertise: Their wines are 
made from grapes sprayed with pesti- 
cides and are tweaked with colorants, 
thickeners, and flavor enhancers. The 
founder of Vinos Ambiz takes the 
opposite approach, producing 8,000 
to 12,000 bottles a year of tempranillo, 
albillo, garnacha, and a handful of other 
varieties with minimal intervention. 
Bartolomei and hundreds of other pro- 
ducers of so-called natural wines are 
now unnerving (or at least annoying) the 
big commercial players of the industry as 
restaurateurs, distributors, oenophiles, 
and an increasing number of ordinary 
drinkers seek authenticity in their wines. 
The Establishment generally “views 
natural winemakers as weirdos,” says 
Bartolomei, who lists what he does 
and doesn’t do to his wines on the 


labels—though he doesn’t have to. 
(Neither Europe nor the U.S. requires 
wine producers to list ingredients 
other than sulfites.) But the move- 
ment he belongs to, which began in 
France in the 1970s, has gained global 
momentum, with at least a dozen major 
expos held yearly from London to 
Tokyo. “Natural wine was considered 
hippie juice 15 years ago,” says John 
Wurdeman, the American co-founder 
of Pheasant’s Tears, a natural winery 
located in the former Soviet repub- 

lic of Georgia that exports 70 percent 
of its annual output of about 60,000 
bottles. The market is “growing at 
incredible speed,” he says, with world- 
famous restaurants such as Noma in 
Copenhagen and El Celler de Can Roca 
in Girona, Spain, each stocking hun- 
dreds of labels. Jenny Lefcourt, co- 
founder of natural wine distributor 
Jenny & Francois in New York, says 


her company’s sales have doubled since 
2009: “It’s not just Paris and New York 
anymore—we're selling across the U.S.” 
A January survey of 1,000 wine 
drinkers by market-research firm 
Nielsen showed 65 percent of 21- to 
34-year-old respondents were inter- 
ested in natural wine. Although there 
are no reliable statistics, experts esti- 
mate that natural wine sales amount 
to less than 1 percent of the total 
worldwide, which reached nearly 
$268 billion in 2014, according to 
Euromonitor International. “A lot 
of people are jumping on the band- 
wagon because it’s sexy to make 
natural wine,” says Isabelle Legeron, 
the organizer of RAW, an annual 
natural wine fair in London that draws 
some 180 vintners and 3,000 visitors. 
“It’s very similar to the growth of 
craft beer,” says Legeron, one of 322 
people worldwide who's certified as ۳ 
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4 a Master of Wine. She, Bartolomei, 
and Wurdeman say demand is running 
ahead of supply. Prices in the U.S. are 
similar to conventional wines, ranging 
from $9 for a natural red table wine 
from Frey Vineyards in California to 
$275 for the sought-after 2012 Vosne- 
Romanée Les Jachées from French 
producer Jean-Yves Bizot. 

The growing popularity of natural 
wine has stoked tensions within the 
larger industry. Many wine producers 
take issue with the term, which they say 
disparages those who don't claim to be 
natural. Also, anyone can use the desig- 
nation because there's no official defi- 
nition. The concept “pisses people off,” 
says Spiros Malandrakis, a senior analyst 

at Euromonitor in 
London. Michael 
5 4 Kaiser, director 
% 


of public affairs 
at WineAmerica, 
a Washington- 
based trade group 
د‎ ۴ te with more than 
34-year-olds 
600 members, 
who say they’re ١ : 
interested in including large 
natural wine producers such 
as Constellation 


Brands, says “the consumer needs to 
know [natural wine] doesn’t mean other 
products are not as good because they’re 
not labeled as ‘natural? ” 

Big Wine wants “to belittle” the term 
natural wine, says Alice Feiring, author 
of two books on the subject, because it 
shows how industrialized the winemak- 
ing process has become. “They want to 
destroy it,” she says. “Conventional pro- 
ducers are in a scramble because they 
don’t want to lose market share.” 

France, Italy, and Spain are the 
world’s largest producers of natural 
wines, but other countries want to join 
the club. The Georgian government has 
invested about $500,000 since it started 
promoting the country’s natural wine 
in 2012, according to Irakli Cholobargia, 
head of marketing at the National Wine 
Agency in Tbilisi. Demand has been 
so strong that the country’s 30 or so 
natural wine producers “are sold out” 
before the product is bottled, he says. 

Vineyards in California also want in. “I 
joke around that in Europe they have a 
2,000-year head start on us,” says Darek 
Trowbridge, who founded Fulton-based 
Old World Winery in 1998 after becom- 
ing disenchanted with industrial wine 
production methods while earning his 
oenology master’s at Fresno State. 

Some proponents believe that as 


“If we disagreed 
With decisions he 
made, he’d say, 

‘It’s my business 


and if you don’t . 
like it, leave.” Shelley, Caryn, and Lori 


consumption of natural wine con- 
tinues to rise, conventional brands 
will face growing pressure to list 
the additives they use on their 
labels. “If you buy a Snickers bar, 
you have the right to read what's 
in it,” says Wurdeman. “You don't 
have that right when you buy a 
bottle of wine." WineAmerica's 
Kaiser says "the existing labeling 
requirements are adequate." 

The debate has been healthy for the 
industry because it shows there's an 
alternative way, says Paul Draper, chief 
executive officer and head winemaker 
at Ridge Vineyards in Cupertino, Calif. 
Starting with his 2011 vintage, he redid 
his labels to include all the additives 
and processes he uses. 

But do the virtues of natural wine 
guarantee that it tastes good? David 
Bird, a chemist and Master of Wine 
whose book, Understanding Wine 
Technology, is a standard for teach- 
ing conventional winemaking, believes 
natural is better. Yet he concedes he's 
“tasted some very strange ones, which 
are not really very pleasant.” Says Bird: 
“You have to know the science behind it 
and control it.” —Nick Leiber 
The bottom line Demand for natural wines is 


growing faster than supply, which is fueling 
tensions within the industry. 
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» A century-old retail business lays 
the groundwork for succession 


» "We want that continuity, but only 
If our kids want it" 


When Paul Hirshleifer left Hirshleifers, 
the retailer his great-grandfather 
founded 105 years ago, to his three 
daughters, he had little hope they 

could keep it going. The patriarch, 

who died in 2004, never shared 


一 一 Caryn 
Hirshleifer 





| important information 
about vendors, finances, 
and other matters. But 


Hirshleifer have had more 
success than most siblings 
who inherit a company. 
They've more than tripled 
sales at their Manhasset 

(N.Y.) business, transforming it from 
a store with a few high-end brands and 
lots of mother-of-the-bride dresses to a 
luxury retailer featuring more than 100 
designers and serving 90,000 global 
customers. They've also doubled the 
floor space. 

Now the time has come for the 
sisters, who range in age from 56 to 64, 
to begin preparing their children to take 
charge someday. “Being a family busi- 
ness is one of the qualities that makes 
us unique, so we want that continu- 
ity, but only if our kids want it,” says 
Shelley, the oldest. 

Founders who have their name on 
the door and whose reputations are 
intertwined with their businesses often 
are reluctant to hand the reins over 
to heirs and do little succession plan- 
ning, says Charles Mueller, Northern 
Trust's executive vice president and 
director for trust and financial advi- 
sory services. *So many entrepreneurs 
are control-oriented, and that makes 
it easy for them to say, ‘Pll deal with 
succession later, " he says. The upshot: 
Only 30 percent of family businesses 
survive into the second generation. 
Just 12 percent are viable into the third 
and 3 percent beyond that, according 
to the Family Business Institute. 

The Hirshleifer sisters beat those 
odds by sticking together and com- 
bining their talents. As children they 
sorted buttons for their grandmother, 
who ran the alterations department, 
and later went with their mother on 
buying trips. Today each manages 
a different part of the business, but 
they make major decisions together. 
Shelley, decisive and detail-oriented, 
oversees operations, including inven- 
tory management. Lori, the youngest, 
always loved fashion and is the buyer 
in charge of merchandising. As a teen- 
ager, Caryn, the middle sister, chas- 
tised her parents and siblings for 
talking shop at the dinner table—such 
as which customer bought a Chanel 
suit—instead of discussing politics and 
world events. But when she joined 
Hirshleifers 15 years ago, after working 
as an attorney in the New York City م٢‎ 
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4 mayor’s office, she found she liked 
motivating employees and drawing 

up strategies for expansion. She over- 
sees human resources and online sales, 
which began three years ago. 

While the sisters worked for their 
father, he was the decision-maker. 
When Lori read books on merchandis- 
ing, “my father said I was wasting my 
time because it was all about intuition,” 
she recalls. “If we disagreed with deci- 
sions he made,” Caryn adds, “he’d say, 
‘It’s my business and if you don’t like it, 
leave.” After he died, they turned his 
office into a conference room, replacing 
his desk with a round table. 

Many siblings who inherit a family 
business fight about everything from 
who's in charge to how to run the 
company, says Joel Freimuth, presi- 
dent of Blue Pearl Consulting, which 
works mostly with family-owned 
manufacturers. At one of his clients, a 
flooring company in Dallas, the eldest 
brother wanted to offer only the prod- 
ucts his father had sold; the youngest 
wanted to try new things. *They finally 
agreed that the younger brother would 
run a division where he could exper- 
iment,” says Freimuth. New product 
introductions bumped up overall 
revenue by 13 percent. 

The Hirshleifers put their own impri- 
matur on the family store, which is 
located at the Americana Manhasset 
shopping center, where sales average 
$1,800 per square foot, among the 
highest of any mall in the U.S. Lori 
began stocking dozens of different 
designer collections for leisure and 
Work, as well as evening wear, shoes, 
and jewelry. As the staff more than 
doubled to 115 employees, Caryn 
delegated decision-making, a sharp 
contrast to her father's more author- 
itative style. Three years ago they 
launched a menswear boutique, which 
is now one of the fastest-growing 
parts of the business. It's run by Lori's 
husband, David Sills, who formerly ran 
an online publisher. 

While they don't plan on retiring 
anytime soon, the sisters want to 
make sure that if and when their chil- 
dren take charge, they'll be ready. 

Just two of their five children work at 
Hirshleifers. Shelley's daughter, Marci, 
37, is in sales, handling many of the 
store's celebrity and highest-net-worth 
customers. Lori's son, Rob, 24, works 
in social media and online sales and 
also helps his father buy menswear. 
“We want to give them the opportunity 


to be happy here, to find the space 
where they can be productive and 
make a contribution,” says Caryn. “But 
we also want to guide and mentor 
them so they can keep doing more." 
—Carol Hymowitz 

The bottom line. Only 30 percent of family 


businesses survive into the second generation, 
and only 12 percent are viable into the third. 





Franchising 


All You Can Eat, 
But Watch the Clock 


» A Moscow pay-by-the-minute cafe 
wins a following abroad 


» "We're encouraging a permanent 
tea party atmosphere" 


With its cheery polka-dot wallpaper, 
wooden floors, and assemblage of 
mismatched tables and chairs, the 
Ziferblat cafe in the trendy London 
suburb of Shoreditch could pass 

for any bohemian coffeehouse. The 
clocks, however, are a clue to the 
shop's unique business model: They're 
everywhere, jostling for space on a 
mantelpiece, parked alongside laptops 
on tables. Ziferblat means clock-face in 
Russian and German, a fitting name for 
an establishment where the coffee, tea, 
and cookies are free, but patrons pay 
by the minute to linger. 

The first Ziferblat cafe opened in 
Moscow five years ago. Today there are 
13 in Russia, Slovenia, the U.K., and 
Ukraine. A Prague outpost will open 









١ this summer, and more are planned 


in British cities. Founder Ivan Mitin, a 
30-year-old Russian with a well-tended 
handlebar mustache, has ambitions to 
take his metered cafe concept global. 
“This project will be really successful 
everywhere,” he says during an inter- 
view at the original Ziferblat in Moscow. 
Mitin's career as an entrepreneur 
began in 2010, when he set up a venue 
in Moscow for people to hang out and 
stage poetry readings and art exhibi- 
tions, asking friends and acquaintances 
for voluntary donations. A year later, he 
switched from pay-what-you-can to pay- 
as-you-go so he could afford the rent on 
a new location. The community spirit 
appears to have survived the transi- 
tion: A few months ago, regulars raised 


The average stay 50,000 rubles 


at Ziferblat in (about $1,000) to 

Manchester is buy the Moscow 

79 min cafe a new piano. 
The Ziferblat in 


At 5p per minute, that 


London, which 
equals £3.95 ondon, E 


opened in 2013, 
welcomes stu- 
dents, freelancers, 
techies—and dogs. 
Just as in Moscow, 
the staff clocks 
patrons' arrival and exit on a time 
sheet. Visitors are expected to wash 
the cups and dishes they've used at a 
communal sink. On an evening in May, 
a nongovernmental organization for 
transgender people holds a meeting in 
one corner while a book club is gath- 
ering in the other. Jesse Navaranjan 
has traveled half an hour from where 
she works, near London's King's Cross 
station, to show off the place to her 
girlfriend. “Everyone seems quite » 


That compares with 


£3.95 

for a venti caramel 
frappuccino at 
Starbucks 


Ziferblat 
London 
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4 friendly,” says Navaranjan, 22, for 
whom the cafe has become a refuge 
from the home she shares with her 
parents. “People actually talk to you.” 
The success of Ziferblat’s expansion 
abroad may rest on Mitin’s ability to 
lure deep-pocketed partners such as 
Colin Shenton, a real estate investor 
in Manchester who manages a portfo- 
lio of about £200 million ($315 million). 
Shenton acquired franchise rights for 
the U.K. and Ireland last year for an 
undisclosed sum and plans to open 
seven Ziferblats in England this year. 
Shenton says he’s tweaking Mitin’s 
concept. At his three-month-old 
Ziferblat in Manchester, it’s 5 pence 
per minute, rather than the 3 pence 
Mitin initially instituted at the London 
location. Shenton says the original 
rate couldn’t generate a profit. The 
Manchester Ziferblat serves an average 
of 216 customers a day, each staying an 
average of one hour and 19 minutes. 
“We’re encouraging a permanent tea 
party atmosphere,” he says, but he’s 
not coy about his motive. “It was very, 
very much an art crowd,” he says of the 
London operation. “It wasn’t run as 
a business.” Mitin’s learning from his 
new partner: The London fee has gone 
up to 5 pence. —Henry Meyer and 
Benjamin Katz 
The bottom line A chain of metered cafes 


that began in Russia is expanding to other 
countries through franchising. 


Marketing 


A Swedish Upstart 
Starts Feeling Its Oats 


» Nondairy milk producer Oatly is 
benefiting from an industry lawsuit 


» The risk is “customers will try it 
once and then go back to dairy” 


At the dozen or so companies he has 
run, Toni Petersson says he’s never been 
sued—until now. Oatly, the Swedish oat 
milk producer he runs, is being brought 
to court by Sweden’s dairy lobby, which 
represents companies that have com- 
bined sales 200 times greater than his 
own. The group, LRF Mjolk, argues that 
Oatly’s marketing disparages cow’s milk 
as unhealthy. After the lawsuit was filed 
last October, Petersson says, sales grew 
١ significantly. “My mistake,” he says. 
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*Maybe I should have tried it before." 

Since he was hired as chief execu- 
tive officer of Oatly in 2012, Petersson 
has relentlessly poked fun at the dairy 
industry. *Like milk, but made for 
humans" is how the company's ads 
describe the blend of oats and water 
that is the basis for its line of cream- 
ers, yogurt, and frozen desserts. The 
cartons are emblazoned with slogans 
such as *No milk. No soy. No badness." 
An ad for Oatly that aired on YouTube 
in October shows Petersson standing in 
a field of oats, playing a keyboard and 
singing a ditty called Wow No Cow! 

LRF Mjolk head Jonas Carlberg says 
that because Oatly's slogans suggest milk 
is harmful, his group had no choice but 
to pursue its lawsuit: “We believe you 
should describe the advantages of what 
you are doing rather than put other 
products in a negative light.” Petersson 
says the controversy has brought 
support, attention, and an increased 
awareness of nondairy milk. “It doesn’t 
matter how this ends,” he says over 
samples of various flavors of oat milk at 
his factory in Landskrona, a five-hour 
train ride south from Stockholm. “We 
turned this into a big advantage.” 

Oatly, which sells its products in 
some two dozen European and Asian 
countries, has seen revenue ^ 
jump 37 percent this year, with a r 
45 percent increase in Sweden- 
its biggest ; 
market, account- 
ing for half of 
sales. Petersson 
expects revenue 
of 340 million 
kronor 
($41 million) 
this year and 
500 million 
kronor in 2017. 





DATA: EUROMONITOR INTERNATIONAL, MINTEL GROUP 


Oatly was born in the early 1990s from 
a research project at Lund University, 
just north of its current headquarters in 
Malmo. After testing various crops, sci- 
entists used enzymes to transform oats 
into a drink resembling milk. Petersson, 
47, joined the company three years ago 
after starting businesses ranging from 
real estate to fashion to coffee shops. 
This year, Oatly introduced a breakfast 
offering that combines oats with fruit 
juice. It’s also teaming with Swedish 
surfer Freddie Meadows on a line of 
specialty drinks for athletes. 

Potentially more threatening than 
the milk industry lawsuit is competi- 
tion from other nondairy milk substi- 
tutes. In addition to soy and almond 
milk, scientists have developed alterna- 
tives based on everything from hemp 
to quinoa. The expanding range of 
options has helped broaden the appeal 
of products such as Oatly beyond 
vegetarians, vegans, and the lactose 
intolerant. Still, says Euromonitor 
International analyst Raphael Moreau, 
the risk for nondairy companies “is 
that customers will try it once and 
then go back to dairy products—so they 
need to focus on taste." 

Petersson says his goal is to transform 
Oatly from a food producer into a life- 
style company. He has used the atten- 
tion brought by the lawsuit to start an 
online store that sells tote bags and 
T-shirts. The site's description for a 
150-kronor yellow tee printed with the 
tag line *We are the post-milk gener- 
ation" promises that the *revolution- 
ary lingo is going to burn in the eyes 
of the Swedish milk lobby.” Now, how 
many products can make that claim? 
—Katarina Gustafsson 
The bottom line Sales of Oatly’s dairy- 


alternative creamer, yogurt, and ice cream 
have jumped 37 percent this year. 
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Small to Big 
Moleskine Notebooks — #9 



















Moleskine's 
hardbound, black 
中 J leather journals have 
II TA: become iconic since they 
|^", were introduced in 
1995. Yet the Italian 
/一 company aspires 
Mı tobe something 
/!' more than a maker of 
notebooks, says Chief 
Executive Officer Arrigo 
Berni. “We define the 
business,” he says, “as 
offering people a platform 
to express themselves 
and their creativity.” To that 
end, Moleskine joined forces 
with Evernote to introduce 
its first smart journal in 2012, 
which allows users to capture 
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buy an intercontinental ballistic missile. He brought 

along Jim Cantrell, a kind of international aerospace 
supplies fixer, and Adeo Ressi, his best friend from Penn. 
Although Musk had tens of millions in the bank, he was 
trying to get a rocket on the cheap. They flew coach, and 
they were planning to buy a refurbished missile, not a 
new one. Musk figured it would be a good vehicle for 
sending a plant or some mice to Mars. 

Ressi, a gangly eccentric, had been thinking a lot about 
whether his best friend had started to lose his mind, and 
he’d been doing his best to discourage the project. He 
peppered Musk with links to video montages of Russian, 
European, and American rockets exploding. He staged 
interventions, bringing Musk’s friends together to talk 
him out of wasting his money. None of it worked. Musk 
remained committed to funding a grand, inspirational 
spectacle in space and would spend all of his fortune 
to do it. And so Ressi went to Russia to contain Musk as 
best as he could. “Adeo would call me to the side and say, 
‘What Elon is doing is insane. A philanthropic gesture? 
That’s crazy, ” said Cantrell. “He was seriously worried.” 

The group set up a few meetings with companies such 
as NPO Lavochkin, which had made probes intended for 
Mars and Venus for the Russian Federal Space Agency, 
and Kosmotras, a commercial rocket launcher based in 
Moscow. The appointments all seemed to go the same 
way, following Russian decorum. The Russians, who often 
skip breakfast, would ask to meet around 11 a.m. at their 
offices for an early lunch. Then there would be small talk 
for an hour or more as the meeting attendees picked 
over a spread of sandwiches, sausages, and, of course, 
vodka. After lunch came a lengthy smoking and coffee 
drinking period. Once all of the tables were cleared, the 
Russian in charge would turn to Musk and ask, “What is 
it you’re interested in buying?” The big windup may not 
have bothered Musk as much if the Russians had taken 
him more seriously. They viewed Musk as a novice when 
it came to space and did not appreciate his bravado. “One 
of their chief designers spit on me and Elon because he 
thought we were full of s---," Cantrell said. Team Musk 
returned empty-handed. 

In February 2002 the group returned to Russia, this 
time bringing Mike Griffin, who had worked for the 
CIN's venture capital arm, In-Q-Tel; NASA's Jet Propul- 
sion Laboratory; and was just leaving Orbital Sciences, a 
maker of satellites and spacecraft. Musk was now looking 
for not one but three missiles and had a briefcase full 
of cash, too. They met with Kosmotras officials in an 
ornate, neglected, prerevolutionary building near down- 
town Moscow. The vodka shots started—“To space!” “To 
America!”—and, a little buzzed, Musk asked point-blank 
how much a missile would cost. Eight million dollars 
each, they said. Musk countered, offering $8 million for 
two. “They sat there and looked at him,” Cantrell said. 
“And said something like, ‘Young boy. No.’ They also 
intimated that he didn’t have the money.” At this point, 
Musk had decided the Russians were either not serious 
about doing business or were just determined to part a 
dot-com millionaire from as much of his money as pos- 
sible. He stormed out of the meeting. 

The team went out into the snow and dreck of the 
Moscow winter, hailed a cab, and drove straight to the 
airport. The Russians were the only ones with rockets that 
could possibly fit within Musk’s budget, and they were too 
difficult to deal with. “It was a long drive,” Cantrell said. 
“We sat there in silence looking at the Russian peasants 
shopping in the snow.” The somber mood lingered all the 
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way to the plane, until 
the drink cart arrived. 
*You always feel par- 
ticularly good when 
the wheels lift off in 
Moscow,” Cantrell said. 
“It’s like, ‘My God. I 
made it. So, Griffin and 
I got drinks and clinked 
our glasses." Musk sat in the row in front of them, typing 
on his computer. “We’re thinking, ‘F---ing nerd: What can 
he be doing now?'" At which point Musk wheeled around 
and flashed a spreadsheet he'd created. 

*Hey, guys," he said, *I think we can build this 
rocket ourselves." 





Just a few months before, in June 2001, Musk had turned 
30. “I’m no longer a child prodigy,” he told his college 
sweetheart and new wife, Justine, only half joking. 
Musk had emigrated from South Africa in 1988 and had 
made millions off two Internet companies, Zip2 and 
PayPal.' Now, he was expected to act like a stereotypi- 
cal dot-com rich guy and start some other Web service. 
Musk, though, wanted more. As a child, he had dreamed 
of rocket ships and space travel, devouring Heinlein, 
Asimov, and Douglas Adams. For most people, a triumph 
in Silicon Valley would be the goal. For Musk, it was a 
stepping stone. 

The changes in his attitude and thinking were obvious 
to friends, including a group of PayPal executives who 
gathered in Las Vegas one weekend to celebrate the recent 
sale. “We’re all hanging out in this cabana at the Hard 
Rock Cafe, and Elon is there reading some obscure Soviet 
rocket manual that was all moldy and looked like it had 
been bought on EBay;" said Kevin Hartz, an early PayPal 
investor. “He was studying it and talking openly about 
space travel and changing the world.” 

Elon and Justine decided to move south to begin their 
family and the next chapter of their lives in Los Angeles. 
Unlike many Southern California transplants, they were 
drawn by the technology. The mild, consistent weather 
made it ideal for the aeronautics industry, which had 
been there since the 1920s, when Lockheed Aircraft set up 
shop in Hollywood. Howard Hughes, the U.S. Air Force, 
NASA, Boeing, and a mosaic of support industries fol- 
lowed suit. While Musk's space plans were vague at the 
time, he felt confident that he could recruit some of the 
world's top aeronautics thinkers and get them to join 
his next venture. 

Musk started by crashing the Mars Society, an eclec- 
tic collection of space enthusiasts dedicated to explor- 
ing and settling the Red Planet. They were holding a 
fund-raiser in mid-2001, a $500-per-plate event at the 
house of one of the well-off Mars Society members. What 
stunned Robert Zubrin, the head of the group, was the 
reply from someone named Elon Musk, whom no one 
could remember inviting. “He gave us a check for $5,000,” 
Zubrin said. *That made everyone take notice." Zubrin 
invited Musk for coffee ahead of the dinner and told him 
about the research center the society had built in the 
Arctic to mimic the tough conditions of Mars and the 
experiments they had been running for something called 
the Translife Mission, in which there would be a capsule 
orbiting earth carrying a crew of mice. It would spin to 
give them one-third gravity—the same as Mars—and they 
would live there and make babies. 

When it was time for dinner, Zubrin placed Musk at 
the VIP table next to himself, the director and space buff 
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James Cameron, and Carol Stoker, a planetary scientist for 
NASA. Musk loved it. “He was much more intense than 
some of the other millionaires,” Zubrin said. “He didn’t 
know a lot about space, but he had a scientific mind. 
He wanted to know exactly what was being planned in 
regards to Mars and what the significance would be.” 
Musk took to the Mars Society right away and joined its 
board of directors. He donated an additional $100,000 
to fund a research station in the desert. 

Musk’s friends were not entirely sure what to make 
of his mental state at that time. He’d caught malaria 
while on vacation in Africa and lost a tremendous 
amount of weight fighting it off. Musk stands 6-foot-1 
but usually seems much bigger than that. He’s broad- 
shouldered, sturdy, and thick. This version of Musk, 
though, looked emaciated and with little prompting 
would start expounding on his desire to do something 
meaningful with his life. “He said, ‘The logical thing to 
happen next is solar, but I can’t figure out how to make 
any money out of it, ” said George Zachary, an inves- 
tor and close friend of Musk’s, recalling a lunch date at 
the time. “He started talking about space, and I thought 
he meant office space like a real estate play.” Musk had 
already started thinking beyond the Mars Society’s goals. 
Rather than send a few mice into earth’s orbit, Musk 
wanted to send them to Mars. 

“He asked if I thought that was crazy,” Zachary said. 
“T asked, ‘Do the mice come back? Because, if they don’t, 
yeah, most people will think that’s crazy, ” Musk said 
that the mice were not only meant to go to Mars and 
come back but they also would come home with the 
baby mice, too. 

Musk built a network of space experts and brought 
the best of them together at a series of salons—sometimes 
at the Renaissance hotel at the Los Angeles airport and 
sometimes at the Sheraton in Palo Alto. Musk had no 
formal business plan. He mostly wanted them to help 
him develop the mice-to-Mars idea or at least to come 
up with something comparable. Musk hoped to hit ona 
wondrous gesture for mankind—some type of event that 
would capture the world’s attention, get people think- 
ing about Mars again, and have them reflect on man’s 
potential. Scientists showed up from NASA’s JPL. Cameron 
was there again, along with Griffin. No one on the planet 
knew more about the realities of getting things into space 
than Griffin, and he was consulting for Musk. Four years 
later, he would be running NASA. 

The experts were thrilled to have another rich guy 
appear who was willing to fund something interesting in 
space. They happily debated the merits and feasibility of 
sending up the mice. But the discussion turned to a dif- 
ferent project, the “Mars Oasis.” In this scenario, Musk 
would buy a rocket and use it to shoot what amounted 
to a robotic greenhouse to Mars, a space-ready growth 
chamber for plants that could open up briefly and scoop 
in some of the Martian regolith, or soil, and then use it 
to grow a plant, which would in turn produce the first 
oxygen on Mars. Much to Musk’s liking, this plan seemed 
both ostentatious and feasible. 

Musk wanted the space greenhouse to have a way to 
send a video feed to earth, so people could watch the 
plant grow. The group also talked about mailing kits to 
students around the country who would nurture their 
own plants simultaneously and notice, for example, that 
the Martian plant could grow twice as high as its earth- 
bound counterpart in the same amount of time. Musk’s 
enthusiasm for the idea started to inspire the group, many 
of whom had grown cynical about anything novel hap- 


Red Planet 


pening in space again. There were immense engineering 
Ambitions 


challenges that would need solving. Getting Martian soil 
into the structure seemed not only hard to do physically 
but also problematic because the regolith would be toxic. 
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v v For a while, the scientists debated growing the plant in a 

nutrient-rich gel instead, but that felt like cheating. Even 

1950: Ray the optimistic moments were awash in unknowns. One 

Bradbury's scientist found some very resilient mustard seeds and 

e thought they could possibly survive a treated version of‏ نتا 
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the Martian soil. “There was a pretty big downside if the 


H plant didn’t survive,” said Dave Bearden, a space indus- 


try veteran who attended the meetings. “You’d have this 
dead garden on Mars.” 

The main thing troubling the space experts was Musk’s 
budget. Following the salons, it seemed like Musk wanted 
to spend somewhere between $20 million and $30 million 
on the stunt, and everyone knew that the cost of a rocket 
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Lid و بر‎ launch alone would eat up that money and then some. 
Exploration Musk, however, had his own plans. He’d been devour- 
Initiative ing books he’d borrowed from Cantrell and others. They 


included Rocket Propulsion Elements, Fundamentals of 
Astrodynamics, and Aerothermodynamics of Gas Turbine 
and Rocket Propulsion. According to Musk’s calculations, 





E he could undercut existing launch companies by building 

One a modest-size rocket that specialized in carrying smaller 
satellites and research payloads to space. In June 2002 
he founded Space Exploration Technologies, or SpaceX. 
He was on his way to Mars. 

2 SpaceX's first headquarters was in an old warehouse 

Musk at 1310 East Grand Ave. in El Segundo, a suburb of Los 
Angeles. It had 75,000 square feet of open space and 

m several receiving bays, allowing Musk to drive his silver 

NASA 2030s McLaren F1 sports car right into his office. It was a sparse, 


hangarlike building with a dusty floor and curved ceil- 
ings. During the first week of SpaceX's operations, deliv- 
ery trucks showed up with laptops and printers and 
folding tables. Musk walked over to one of the loading 
docks, rolled up the door, and offloaded the equipment 
himself. Desks were eventually interspersed around the 
factory so the computer scientists and engineers design- 
ing the machines could sit with the welders and machin- 
ists building the hardware. In aerospace, this was daring. 
Traditional aerospace companies separate engineers and 
machinists by thousands of miles. 

SpaceX planned to do a lot of things differently. Instead 
of assembling parts from thousands of suppliers, the 
company would build as much machinery as it could 
in-house. This included things like a mobile launchpad 
and—most ambitiously—rocket engines. Wherever pos- 
sible, SpaceX would be faster, cheaper, and better than 
its competitors. It would launch multiple rockets each 
month, make money off each one, and never need to 
become a huge contractor dependent on government 
funds. SpaceX's first rocket would be called the Falcon 1, 
a nod to Star Wars' Millennium Falcon. At a time when the 
cost of sending a 550-pound payload into orbit started 
at $30 million, Musk promised that the Falcon 1 would 
be able to carry a 1,400-pound payload for $6.9 million. 

The proposed timeline for upending the aerospace 
industry was comically short. One of the earliest SpaceX 
presentations promised the first complete engine by 
May 2003, a second engine in June, the body of the rocket 
in July, and everything assembled by August. A launchpad 
would be ready by September, and the first launch would 
take place in November 2003, or about 15 months after 
the company started. A trip to Mars was naturally 
slated for somewhere near the end of the decade. Wi 








“Elon has always been optimistic,” said Kevin Brogan, an 
early SpaceX recruit. “That’s the nice word. He can bea 
downright liar about when things need to get done. He 
will pick the most aggressive time schedule imaginable 
assuming everything goes right, and then accelerate it 
by assuming that everyone can work harder.” 

Musk sought out young overachievers, personally 
calling top students in aerospace programs and recruiting 
them over the phone. “I thought it was a prank call,” said 
Michael Colonno, who heard from Musk while attending 
Stanford. “I did not believe for a minute that he had a 
rocket company.” Once the students looked Musk up on 
the Internet, selling them on SpaceX was easy. As word 
of SpaceX’s ambitions spread, top engineers with a high 
tolerance for risk from Boeing, Lockheed Martin, and 
Orbital Sciences fled to the upstart, too. 

Throughout the first year at SpaceX, one or two 
new employees joined almost every week. Brogan was 
employee No. 23 and came from TRW, a soon-to-be- 
shuttered aerospace player, where he’d been used to 
various internal policies blocking him from doing work. 
“T called it the country club,” he said. “Nobody did any- 
thing.” Brogan started at SpaceX the day after his inter- 
view and was told to scrounge around the office and find 
a computer to use. “It was go to Fry’s and get whatever 
you need and go to Staples and get a chair," Brogan said. 

One of the first projects was the construction of a gas 
generator, a machine not unlike a small rocket engine that 
produces hot gas to power pumps. Tom Mueller, another 
TRW veteran, Tim Buzza, a defector from Boeing, and a 
couple of young engineers assembled the generator in 
Los Angeles and then packed it into the back of a pickup 
truck and drove it out to Mojave to test it. A desert town 
about 100 miles from Los Angeles, Mojave had become 
a hub for aerospace companies such as Scaled Compos- 
ites and XCOR. 

The SpaceX team borrowed a test stand from XCOR 
that was just about the perfect size to hold the gas gen- 
erator. The first ignition run took place at 11 a.m. and 
lasted 90 seconds. The generator worked, but it let out 
a billowing black cloud that settled right over the airport 
tower. In the days that followed, SpaceX's engineers per- 
fected a routine that let them do multiple tests a day— 
an unheard-of practice at the airport-and had the gas 
generator tuned to their liking after two weeks of work. 

The SpaceX team made a few more trips to Mojave 
and some other spots, including a test stand at Edwards 
Air Force Base in Southern California and another in Mis- 
sissippi. While on this countrywide rocketry tour, the 
SpaceX engineers visited a 300-acre test site in McGregor, 
Texas, a small city near the center of the state. The site 
was a leftover from another billionaire, Andrew Beal, a 
real estate and finance whiz in Texas, who had folded 
his aerospace startup after pouring millions into the 
massive test facility. The SpaceX engineers really liked 
this spot-and the three-story concrete test stand Beal 
had left there—and talked Musk into buying it. 

Jeremy Hollman, a young engineer, soon found himself 
living in Texas. Hollman exemplified the kind of recruit 
Musk wanted: He'd earned an aerospace engineering 
degree from Iowa State University and a master's in 
astronautical engineering from the University of South- 
ern California. He'd spent a couple of years working 
as a test engineer at Boeing dealing with jets, rockets, 
and spacecraft. At 23, Hollman was young, single, and 
willing to give up any semblance of having a life in favor 
of working at SpaceX nonstop, and he became Mueller's 
second in command. 
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Mueller had developed a pair of 3D computer models 
of the two engines he wanted to build. Merlin would be 
the engine for the first stage of the Falcon 1, which lifted 
it off the ground, and Kestrel would be the smaller engine 
used to power the upper, second stage of the rocket and 
guide it in space. Together, Hollman and Mueller figured 
out which parts SpaceX would build at the Los Angeles 
factory and which parts it would try to buy. For the pur- 
chased parts, Hollman had to head to various machine 
shops and get quotes and delivery dates for the hardware. 
Quite often, the machinists told Hollman that SpaceX's 
timelines were nuts. Others were more accommodating 
and would try to bend an existing product to SpaceX's 
needs instead of building something from scratch. 
Hollman also found that ingenuity got him a long way. 
He discovered, for example, that changing the seals on 
some readily available carwash valves made them good 
enough to be used with rocket fuel. 

In addition to building its own engines, rocket bodies, 
and capsules, SpaceX designed its own motherboards 
and circuits, sensors to detect vibrations, flight comput- 
ers, and solar panels. On a radio, SpaceX's engineers 
found that they could reduce the weight of the device 
by about 20 percent. And the cost savings were dra- 
matic, dropping from the $50,000 to $100,000 for the 
industrial-grade equipment used by aerospace compa- 
nies to $5,000 for SpaceX's unit. 

Even as they were trying to figure out Falcon 1, Musk 
was planning to build something he was calling the BFR, 
aka the Big Falcon Rocket or Big F---ing Rocket. It would 
have the biggest rocket engine in history. Musk’s bigger, 
faster mentality amused and impressed some of the 
suppliers that SpaceX occasionally turned to for help, 
like Barber-Nichols, a Colorado-based maker of rocket 
engine turbo pumps and other aerospace machinery. Bob 
Linden, a Barber-Nichols executive, remembers dealing 
with him. *Elon showed up with Tom Mueller and started 
telling us it was his destiny to launch things into space at 
lower costs and to help us become spacefaring people;" he 
said. “We thought the world of Tom but weren't quite sure 
whether to take Elon too seriously. They began asking us 
for the impossible. They wanted a turbo pump to be built 
in less than a year for under $1 million. Boeing might do a 
project like that over five years for $100 million. Tom told 
us to give it our best shot, and we built it in 13 months. 
He was relentless." 

After SpaceX completed its first engine at the factory 
in California, Hollman loaded it along with mounds of 
other equipment into a U-Haul trailer, hitched it to the 
back of a white Hummer H2, and drove it down Inter- 
state 10 from Los Angeles to the test site in Texas. Amid 
rattlesnakes, fire ants, isolation, and searing heat, the 
group fastened their prototype engine to the stand, 
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filled it with liquid oxygen and kerosene, hid in a bunker 
behind a dirt berm, and fired it, for all of 0.1 seconds. 
The bad news was it would need a lot of work. The good 
news was it didn’t blow up. (That would happen later, 
and the engineers had a term for that, a “rapid unsched- 
uled disassembly.”) After that first successful burn, the 
employees christened the site by drinking a $1,200 bottle 
of Rémy Martin, left over from SpaceX's inaugural party, 
out of paper cups. 

Over the next years, the trek from California to the 
test site became known as the Texas Cattle Haul. SpaceX 
engineers would work for 10 days straight in Texas, come 
back to California for a weekend, and then head back. 
To ease the burden of travel, Musk sometimes let them 
use his private jet. “It carried six people,” Mueller said. 
“Well, seven if someone sat in the toilet, which happened 
all the time." 

Musk, of course, wasn't just building rockets. In 2003, 
about a year after he started SpaceX, Musk helped found 
Tesla Motors, which planned to sell an electric sports car. 
Musk had spent years pining after a good electric car, 
and though he had committed $100 million to SpaceX, 
he would now put an additional $70 million into Tesla 
and end up as the company's CEO. It was a decision that 
would almost break both companies. 


As he prepared to begin filming Iron Man in early 2007, 
director Jon Favreau rented out a complex in Los Angeles 
that once belonged to Hughes Aircraft, the aerospace 
and defense contractor started about 80 years earlier by 
Howard Hughes. The facility had a series of interlocking 
hangars and served as a production office for the movie. 
It also supplied Robert Downey Jr., who was to play Iron 
Man and his human creator, Tony Stark, with a splash 
of inspiration. Downey felt nostalgic looking at one of 
the larger hangars, which had fallen into a state of dis- 


repair. Not too long ago, that building had played host to M ; 
the big ideas of a big man who shook up industries and يږ‎ 


did things his own way. 
Downey had heard about a Howard Hughes-like figure 
who had constructed his own industrial complex about 


10 miles from the Iron Man set. Instead of visualizing | 
how life might have been for Hughes, Downey could § 
perhaps get a taste of the real thing. In March 2007, he * i 
visited SpaceX's headquarters in El Segundo and wound : 


up receiving a personal tour from Musk. “My mind is not 
easily blown, but this place and this guy were amazing,” 
Downey said. 

To Downey, the SpaceX facility looked like a giant, 
exotic hardware store. Enthusiastic employees were 
zipping about, fiddling with an assortment of machines. 
Young white-collar engineers interacted with blue-collar 
assembly line workers, and they all seemed to share a 
genuine excitement for what they were doing. *It felt like 
a radical startup company,” Downey said. After the initial 
tour, Downey came away pleased that the sets being ham- 
mered out at the former Hughes factory did have paral- 


lels to the SpaceX operations. “Things didn’t feel out of | 


place," he said. 

The men walked, sat in Musk's office, and had lunch. 
Downey appreciated that Musk was not a foul-smelling, 
fidgety, coder whack job. What Downey picked up on 
instead were Musk's *accessible eccentricities" and the 
feeling that he was someone who could work alongside 
the people in the factory. When he returned to the Iron 
Man production office, Downey asked that Favreau be 
sure to place a Tesla Roadster in Tony Stark's workshop. 
“After meeting Elon and making him real to me, I felt 















^ Justine Musk 
by the pool of the 
Bel Air home she 
shared with Elon 


like having his presence in the workshop,” Downey said. 
“They became contemporaries. Elon was someone Tony 
probably hung out with and partied with, or more likely 
they went on some weird jungle trek together to drink 
concoctions with the shamans.” Musk later had a cameo 
in Iron Man 2.? 

Musk enjoyed his rising profile. He and Justine bought 
a house in Bel Air.^ Their neighbors were Quincy Jones, 
and Joe Francis, the creator of the Girls Gone Wild 
videos. Musk and some former PayPal executives pro- 
duced Thank You for Smoking and used Musk's jet in the 
movie. While not a carouser, Musk took part in the Hol- 
lywood nightlife and its social scene. “We had a domestic 
staff of five; during the day our home transformed into a 
workplace,” Justine wrote in a magazine article for Marie 
Claire. *We went to black-tie fundraisers and got the best 
tables at elite Hollywood nightclubs, with Paris Hilton 
and Leonardo DiCaprio partying next to us. When Google 
co-founder Larry Page got married on Richard Branson's 
private Caribbean island, we were there, hanging out in 
a villa with John Cusack and watching Bono pose with 
swarms of adoring women outside the reception tent." 

By this time, SpaceX was looking like a real aero- 
space company. It had built and tested its engines and 
completed a full rocket body. All Musk needed now was 
to fire the thing into the sky and see what happened. 

Under normal circumstances, SpaceX might have 
launched its rockets from the nearby Vandenberg Air 
» Force Base. The site has several launchpads to pick 
from, but none of the current tenants—Boeing, Lock- 
heed, and the Air Force—were all that interested in 
helping an Internet executive get to space. Locked out 
locally, SpaceX decided to try Kwajalein Island—or Kwaj- 
the largest island in an atoll between Guam and Hawaii 
4 Y and part of the Republic of the Marshall Islands. The 
٢ |, U.S. Army had used it for decades as a missile test site. 
-' Gwynne Shotwell, then SpaceX's vice president for busi- 

aei ness development, looked up the name of a colonel at 

"Elon! How's it going? the test site and sent him an e-mail. Three weeks later 

eee she got a call back from the Army saying they would love 
to have SpaceX fly from the islands. 

To get to Kwaj, the SpaceX employees either flew on 
Musk’s jet or took commercial flights through Hawaii. 
The main accommodations were two-bedroom affairs 
that looked more like dormitories than hotel rooms, with 
their military-issued dressers and desks. Over the course 
of several months a small team of people cleared brush 
on nearby Omelek Island to create a launch site and con- 
^ verted a double-wide trailer into offices. The work took 
_ place in soul-sapping humidity under a sun powerful 
enough to burn the skin through a T-shirt. The SpaceX 
team started at sunrise, around 7 a.m., and went 
until 7 p.m. *One or two people would decide it 
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was their night to cook, and they would make steak and 
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potatoes and pasta,” Hollman said. “We had a bunch 7ه‎ Launches 


movies and a DVD player, and some of us did a lot of 


fishing off the docks.” For many of the engineers, this was 
both a torturous and magical experience. “At Boeing you 
could be comfortable, but that wasn’t going to happen 
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at SpaceX,” said Walter Sims, a SpaceX tech expert who 2006 


found time to get certified to scuba dive while on Kwaj. 
“Every person on that island was a f---ing star, and they 
were always holding seminars on radios or the engine. 
It was such an invigorating place.” 

Time and again, the rocket would get rolled out to 
the launchpad and tipped vertical for a couple of days, 


and then technical and safety checks would reveal a host Facono m= 
of new problems. As soon as they could, the engineers with — : - 


returned it to the hangar to protect it from the salty air. on 
لا‎ 


Teams that had labored separately for months back at 
the SpaceX factory—propulsion, avionics, software—were 
thrown together on the island and forced to become an 
interdisciplinary whole. “It was like Gilligan’s Island 
except with rockets,” Hollman said. 

Finally, on March 24, 2006, the engineers had fixed 
enough bugs to launch. The Falcon 1 stood on its 
square launchpad and ignited. It soared into the sky 
and started to shrink against the vast blue expanse. In 
the island control room, Musk paced as he watched the 
action, wearing shorts, flip-flops, and a T-shirt. Then, 
about 25 seconds in, a fire broke out above the Merlin 
engine, and suddenly this machine that had been flying 
straight and true started to spin and then tumble back 
to earth. The Falcon 1 ended up falling directly onto the 
launch site. Most of the debris went into a reef 250 feet 
from the launchpad, and the satellite cargo smashed 
through SpaceX’s machine shop roof and landed more 
or less intact on the floor. Some of the engineers put 
on their snorkeling and scuba gear and recovered the 
pieces, fitting all of the rocket’s remnants into two 
refrigerator-size crates. 

After the crash, there was a lot of drinking at a bar 
on the main island. Musk wanted to launch again within 
six months, but putting together a new machine would 
require an immense amount of work. Musk had vowed 
publicly that he would build a working rocket, but people 
inside and outside the company were doing back-of-the- 
envelope math and could tell that SpaceX likely could 
afford only one more attempt. To the extent that the 
financial situation unnerved Musk, he rarely if ever let it 
show to employees. “Elon did a great job of not burdening 
people with those worries,” said Branden Spikes, head of 
IT for SpaceX. “He always communicated the importance 
of being lean and of success, but it was never, ‘If we fail, 
we're done for, He was very optimistic." 

Meanwhile, SpaceX had put another group of engineers 
on a new project to develop the Falcon 9, a nine-engine 
rocket that would serve as a possible replacement for the 
retiring space shuttle. SpaceX had yet to prove it could get 
to space successfully, but Musk was already positioning 
the company to bid on big-ticket NASA contracts. 

In mid-2008, SpaceX prepared its fourth rocket for 
launch. Typically, the body of the Falcon 1 traveled to 
Kwaj via barge. Maybe it was “go fever,” which is how 
rocket people describe the manic decision-making that 
can characterize a launch, but this time around Musk 
and the engineers were too excited and desperate to 
wait for the ocean journey. Musk rented a military cargo 
plane to fly the rocket body from Los Angeles to Hawaii 
and then on to Kwaj. This would have been a fine idea 
except the SpaceX engineers forgot to think about what 
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the pressurized plane would do to the body of the rocket, 
which is less than an eighth of an inch thick. As the plane 
started its descent into Hawaii, strange noises came from 
the cargo hold. *I looked back and could see the stage 
crumpling,” said Bulent Altan, the former head of avion- 
ics at SpaceX. “I told the pilot to go up, and he did.” The 
rocket was buckling from the increasing air pressure like 
an empty water bottle. 

Altan saw that the SpaceX team on the plane had 
about 30 minutes to do something about the problem 
before they would need to land. They pulled out their 
pocketknives and cut away the shrink wrap that covered 
the rocket. They found a maintenance kit on the plane 


. and used the wrenches to open up some nuts on the 
» rocket that would allow its internal pressure to match 
- thatofthe plane's. When the plane landed, the engineers 


divvied up the duties of calling SpaceX's top executives 
to tell them what happened. It was 3 a.m. Los Angeles 
time, and one of the executives volunteered to deliver 


' the news to Musk. 


It looked like three months of work to fix the rocket. 
The body had caved in several places, and the baffles 
placed inside the fuel tank to stop the fuel from sloshing 
had broken. Musk ordered the team to continue on to 
Kwaj and sent in a reinforcement team with repair parts. 
Two weeks later, the rocket was fixed. *It was like being 
stuck in a foxhole together," Altan said. *You weren't 
going to quit and leave the person next to you behind.” 

The fourth and possibly final launch for SpaceX took 
place on Sept. 28, 2008. SpaceX employees had worked 
nonstop shifts for months to reach this moment. They 
had been separated from their families, in exile on their 
tiny, hot outpost-sometimes without much food—for 
days on end as they waited for launch windows to open 
and dealt with the aborts that followed. 

In the late afternoon, the SpaceX team raised the 
Falcon 1 to its launch position. It stood tall, looking like 
a bizarre artifact from the future as palm trees swayed 
beside it and a smattering of clouds crossed through the 
spectacular blue sky. By this time, SpaceX had turned 
each launch into a major Web production, so there was 
a worldwide audience. The Falcon 1 was not carrying real 
cargo this time; neither the company nor the military nor 
NASA wanted to see something else blow up or get lost 
at sea, so the rocket held a 360-pound dummy payload. 

Musk, back in Los Angeles, tried to distract himself 
from the mounting pressure by going to Disneyland with 
his brother Kimbal and their children, but by 4 p.m. he 
was back in SpaceX's L.A. control room, watching the 
feed. As the rocket rumbled and then climbed higher, 
the employees inside SpaceX's headquarters let out 
raucous cheers. Each milestone that followed-clearing 
the island, engine checks coming back good—was again 
met with whistles and shouts. After the first stage fell 
away, the second stage fired up about 90 seconds into the 
flight and the employees turned downright rapturous, 
filling the webcast with their ecstatic hollering. “Perfect,” 
said one of the talking heads. The Kestrel engine glowed 
red and started its six-minute burn. “When the second 
stage cleared, I could finally start breathing again and 
my knees stopped buckling,” said James McLaury, a 
machinist at SpaceX. 

The fairing opened up around the three-minute mark 
and fell back toward earth. And, finally, around nine 
minutes into its journey, the Falcon 1 shut down just as 
planned. After six years—about four-and-a-half more than 
Musk had once planned-the first privately built, liquid- 
fueled rocket had reached orbit.* 
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“Everyone burst into tears,” Kimbal said. “It was one 
of the most emotional experiences I’ve had.” Musk left the 
control room and walked out to the factory floor, where 
he received a rock star’s welcome. “Well, that was freak- 
ing awesome,” he said. “As the saying goes, ‘The fourth 
time is the charm, right?” 


The afterglow, however, soon faded. SpaceX, like Musk's 
other company, Tesla, was facing a major cash shortage. 
SpaceX had the Falcon 9 efforts to support and had also 
greenlighted the construction of the Dragon capsule, 
which would take supplies and, one day, humans, to the 
International Space Station. Historically, either project 
would have cost more than $1 billion to complete, but 
SpaceX would have to find a way to build both machines 
simultaneously for a fraction of the cost. The company 
had dramatically increased the rate at which it hired 
employees and moved into a much larger headquarters. 
SpaceX had a commercial flight booked to carry a sat- 
ellite into orbit for the Malaysian government, but that 
launch and the payment for it would not arrive until the 
middle of 2009. In the meantime, SpaceX simply strug- 
gled to make its payroll. Just when it figured out how to 
fly a rocket, SpaceX was going broke. 

As bad as they were, the financial problems did not 
compare to the collapse of Musk’s personal life. Not long 
after moving to Los Angeles, Musk had lost his 10-week- 
old son, Nevada Alexander, to sudden infant death syn- 
drome. “I’m not sure why 10 want to talk about extremely 
sad events,” Musk told me. “It does no good for the future. 
If you’ve got other kids and obligations, then wallowing 
in sadness does no good for anyone around you. I’m not 
sure what should be done in such situations.” Musk went 
on to have five more sons with Justine-twins and triplets— 
but their relationship broke apart in 2008, and Musk filed 
for divorce. Justine soon began documenting the divorce 
on a blog, and the press was all too happy to merge the 
personal details into stories of Musk’s financial woes. 

Reporters seemed to take a special pleasure in attack- 
ing Tesla. The electric car maker had suffered through 
numerous product delays, management changes, and cost 
overruns. After five years and tens of millions of dollars, 
there was still no Tesla available to buy. A website called 
the Truth About Cars began a “Tesla Death Watch” in May 
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2008 and followed up with dozens of entries throughout 
the year. The blog captured Tesla’s engineering issues 
and Musk’s feud with Tesla co-founder Martin Eberhard, 
who’d been forced out of the company. 

“T was just getting pistol-whipped,” Musk said. “There 
was a lot of schadenfreude at the time, and it was bad on 
so many levels. Justine was torturing me in the press.... 
It hurt really bad. You have these huge doubts that your 
life is not working, your car is not working, you’re going 
through a divorce and all of those things. I felt like a pile 
of s---. I didn’t think we would overcome it. I thought 
things were probably f---ing doomed.” 

When Musk looked at the numbers, it looked like 
only one company would survive. “I could either pick 
SpaceX or Tesla or split the money I had left between 
them,” Musk said. “That was a tough decision. If I split 
the money, maybe both of them would die. If I gave the 
money to just one company, the probability of it surviv- 
ing was greater, but then it would mean certain death for 
the other company. I debated that over and over.” In the 
meantime, the economy was worsening, and spacecraft 
and sports cars seemed out of place in a time of near- 
record unemployment. 

The brightest light in Musk’s life at the time was Talulah 
Riley, a 22-year-old British actress he had started dating 
and would later marry. She viewed Musk’s life as Shake- 
spearean tragedy. Sometimes Musk would open up to her, 
and other times he retreated into himself. Riley spied on 
Musk while he read e-mail and watched him grimace as 
bad news poured in. “You’d witness him having these con- 
versations in his head,” she said. “It’s really hard to watch 
someone you love struggle like that.” Because of the long 
hours that he worked and his eating habits, bags formed 
under his eyes. “He looked like death itself,” Riley said. 
“T remember thinking this guy would have a heart attack 
and die. He seemed like a man on the brink.” 

Burning through about $4 million a month, Tesla 
needed to close another major round of funding to get 
through 2008 and stay alive. Musk had to lean on friends 
just to make payroll from week to week as he negotiated 
with investors. He sent impassioned pleas to anyone 


- he could think of who might be able to spare some 


money. Bill Lee, a wealthy friend, invested $2 million in 
Tesla, and Sergey Brin, co-founder of Google, invested 


. $500,000. Kimbal had lost most of his money during 
| the recession but sold what investments he had left and 


put it into Tesla as well. The company had set the pre- 
payments that customers made for the Roadsters aside, 
but Musk now needed to use that money to keep the 


company going. Soon those funds were gone, too. These 


maneuvers worried Kimbal. “I’m sure Elon would have 
found a way to make things right, but he definitely 
took risks,” he said. 








In December 2008, Musk heard a rumor that NASA was 
on the verge of awarding a contract to resupply the space 
station. SpaceX's fourth launch had put it in a position to 
receive some of this money, which was said to be in excess 


of $1 billion. Musk reached out through back channels in 
Washington and found out that SpaceX might even be a 
front-runner for the deal. 

As for Tesla, Musk made a last-ditch effort to raise all 
the personal funds he could. He took out a loan from 
SpaceX, which NASA approved-Musk did not want to 
mess up his chance for a contract-and earmarked the 
money for Tesla. He went to the secondary markets to 
try to sell some of his shares in SolarCity, a solar panel 
installer where he served as chairman. He lucked into 
about $15 million that came through when Dell acquired a 
data center software startup called Everdream, founded 
by Musk’s cousins, in which he had invested. 

Musk finally put together about $20 million and 
asked Tesla's existing investors—since no new investors 
materialized—to match that figure. The investors agreed, 
and on Dec. 3, 2008, they were in the process of final- 
izing the paperwork for the funding round when Musk 
noticed a problem. VantagePoint Capital Partners had 
signed all of the paperwork except for one crucial page. 
Musk phoned Alan Salzman, VantagePoint's co-founder 
and managing partner, to ask about the situation. Salzman 
told Musk that the firm had a problem with the invest- 
ment round because it undervalued Tesla. 

Salzman asked Musk to come in the following week at 
7 a.m. to present to VantagePoint’s top brass and explain 
the deal. Not having a week of time to work with, Musk 
demanded to come in the next day, and Salzman refused, 
forcing Musk to continue taking on loans. “The only 
reason he wanted the meeting at his office was for me 
to come on bended knee begging for money so he could 
say, ‘No; ” Musk theorized. “What a f---head.” 

VantagePoint declined to speak about this period, 
but Musk believed that Salzman’s tactics were part of a 
mission to bankrupt Tesla. Musk feared that VantagePoint 
would oust him as CEO, recapitalize Tesla, and emerge 
as the major owner of the carmaker. It could then sell 
Tesla to a Detroit automaker or focus on selling electric 
drivetrains and battery packs instead of making cars. 

In response, Musk took another huge risk. Tesla 
recharacterized the funding as a debt round, knowing 
that VantagePoint could not interfere with a debt deal. 
The tricky part of this strategy was that venture capital 
investors, such as Draper Fisher Jurvetson, are not struc- 
tured to do debt deals. Persuading their backers to alter 
their rules of engagement for a company that could very 
well go bankrupt in a matter of days would be tough. So 
Musk bluffed. He told the investors that he would take 
another loan from SpaceX and fund the entire round— 
all $40 million—himself. The tactic worked: The investors 
handed over $20 million. “When you have scarcity, it nat- 
urally reinforces greed and leads to more interest,” Steve 
Jurvetson said. “It was also easier for us to go back to our 
firms and say, ‘Here is the deal. Go or no go?’ ” 

In the meantime, at SpaceX, Musk and top executives 
had spent most of December in a state of fear, but on 
Dec. 23, 2008, SpaceX received a wonderful shock. The 
company won a $1.6 billion contract for 12 NASA resup- 
ply flights to the space station. Then the Tesla deal ended 
up closing successfully, on Christmas Eve, hours before 
Tesla would have gone bankrupt. Musk had just a few 
hundred thousand dollars left and could not have made 
payroll the next day. 

Staying with Kimbal in Boulder, Colo., for the holi- 
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days, Musk broke down in tears as the SpaceX and Tesla 
transactions processed. *I hadn't had an opportunity 
to buy a Christmas present for Talulah or anything,” he 
said. “I went running down the f---ing street in Boulder, 
and the only place that was open sold these s----- trinkets, 
and they were about to close. The best thing I could find 
were these plastic monkeys with coconuts-those 'see no 
evil, hear no evil’ monkeys." 

Antonio Gracias, a Tesla and SpaceX investor and one 
of Musk's closest friends, had watched all of this tran- 
spire; 2008 told him everything he would ever need to 
know about Musk’s character. “He has the ability to work 
harder and endure more stress than anyone I’ve ever 
met,” Gracias said. “What he went through in 2008 would 
have broken anyone else. Most people who are under that 
sort of pressure fray. Their decisions go bad. Elon gets 
hyperrational. He's still able to make very clear, long- 
term decisions. The harder it gets, the better he gets." 


Today, the headquarters of SpaceX’ is on One Rocket Road 
in Hawthorne, a few miles from Los Angeles International 
Airport. It's 550,000 square feet and painted a blinding 
white. Near the back, enormous sheets of metal arrive 
and are transported to two-story-high welding machines, 
to be turned into rockets. Over to one side, technicians in 
white coats make motherboards, radios, and more elec- 
tronics. Others are in a special, airtight glass chamber, 
building the capsules that dock with the International 
Space Station. Tattooed men in bandanas blast Van Halen 
and thread wires around rocket engines. There are fuse- 
lages lined up and ready to be placed on trucks; others 
await coats of white paint. Everywhere, there are bodies 
in motion around a variety of bizarre machines. It is dif- 
ficult to take in the entire factory at once. 

On the wall leading up to Musk's cubicle on the first 
floor of the SpaceX headquarters are two posters of Mars. 
The one on the left is Mars as it is today—a cold, barren red 
orb. The poster on the right shows a Mars with a cheery 
green landmass surrounded by oceans. The planet has 
been heated up and transformed to suit humans. 

For all his swagger, Musk can be surprisingly shy and 
awkward in person. Like a lot of engineers, he will pause 
while searching for exact phrasing, and he'll often wander 
down a scientific rabbit hole without offering any lay 
translations along the way. He expects you to keep up; 
there's no small talk. 

He can also be disarmingly sincere. *I would like to 
die thinking that humanity has a bright future," he says, 
while chatting at his cubicle and making his way through 
a cup of cookies-and-cream ice cream with sprinkles on 
top, just passed to him by an assistant. *If we can solve 
sustainable energy and be well on our way to becoming a 
multiplanetary species with a self-sustaining civilization 
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50 flights planned, which are all together worth more 
than $5 billion. The company remains privately owned, 
with Musk as the largest shareholder. SpaceX is profit- 
able and is estimated to be worth $12 billion. 

The Falcon 9 has gone from a fantasy to SpaceX’s 
workhorse. It’s 224.4 feet tall, 12 feet across, and weighs 
1.1 million pounds. It’s powered by nine engines arranged 
in an “octaweb” pattern, with a center engine surrounded 
by eight others. The engines power the first stage of the 
rocket, which bears the blue SpaceX insignia and an Amer- 
| ican flag. The shorter second stage is the one that does 
things in space. It can be outfitted with a rounded contain- 
| er for carrying satellites or a capsule capable of transport- 
ing humans. There’s nothing particularly flashy-looking 

about the Falcon 9. It’s an elegant, purposeful machine. 
| These days, SpaceX sometimes uses Vandenberg Air 
Force Base to send up Falcon 9s. Were it not owned by 
the military, the base would be a resort. The Pacific Ocean 
runs for miles along its border, and its grounds are wide 
open shrubby fields amid green hills. Nestled into one 
hilly spot just at the ocean's edge are a handful of launch- 
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on another planet-to cope with a worst-case scenario 
happening and extinguishing human consciousness— 
then I think that would be really good.” 

His once-failing companies are thriving. SpaceX flew a 
supply capsule to the International Space Station, brought 
it safely back to earth, and soon plans to begin flying 
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which has become the largest installer of solar panels. 

Most CEOs have handlers, but Musk usually moves 
about on his own, in his usual black T-shirt and designer 
jeans. During one interview in Los Angeles, Musk walks 
me out of the SpaceX facility, and we hop into his Model S 
sedan to zip over to the Tesla design studio, a couple 
of buildings away. We talk as he makes his way around 
the studio’s main floor, inspecting prototype parts and 
vehicles. At each station, employees rush up and give him 
updates. He listens intently, processes, nods, and moves 
on. Tesla’s design chief, Franz von Holzhausen, wants 
Musk’s take on some new tires and rims for the Model S 
and seats for the Model X. He seems unmoved. He tells 
him he'll think about it and then walks toward the source 
of the loudest noise—a workshop deep in the design studio 
where Tesla engineers are building the scaffolding for the 
30-foot decorative towers that go outside the company's 
charging stations. *That thing looks like it could survive a 
Category 5 hurricane," Musk says. *Let's thin it up a bit." 

Currently, SpaceX sends up about one rocket a 
month, carrying satellites for companies and nations. 
The company can undercut its U.S. competitors—Boeing, 
Lockheed Martin, Orbital Sciences—on price by a wide 
margin. It also offers U.S. customers a peace of mind that 
its rivals can’t. Where competitors rely on Russian and 
other foreign suppliers, SpaceX makes its machines from 
scratch in the U.S. Its $60 million per launch cost is much 
less than what Europe and Japan charge and trumps even 
the relative bargains offered by the Russians and Chinese, 
who have the added benefit of cheap labor and decades 
of government investment. 

To date, SpaceX has flown satellites for Canadian, 
European, and Asian customers and completed about 
two dozen launches. Its launch manifest stretches 
out for a number of years, and SpaceX has more than 
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pads. On launch days, the white Falcon 9 breaks up the 
blue and green landscape, pointing skyward and leaving 
no doubt about its intentions. 


On Sept. 29, 2013, about four hours before a launch, the 
Falcon 9’s fueling process begins by filling the tanks with 
some 46,000 gallons of liquid oxygen and 29,600 gallons 
of rocket-grade kerosene. Some of the liquid oxygen 
vents out of the rocket and is so cold that it boils off on 
contact with the metal and air, forming white plumes that 
stream down the rocket’s sides. This gives the impres- 
sion of the Falcon 9 huffing and puffing as it limbers up 
before the journey. The engineers in SpaceX’s mission 
control chatter on headsets and cycle through their | 
launch checklist as they move from one approval to the 
next. Ten minutes before launch, the machines take over. 
Everything goes quiet, and the tension builds until, out of 
nowhere, the Falcon 9 breaks the silence with a loud gasp. 
A latticed support structure pulls away from the 
fuselage. The T-minus-10-seconds countdown begins. 
At the count of three, the engines ignite, and the com- 
puters conduct a last health check. Four enormous metal 
clamps hold the rocket down, as computing systems 
ensure that the nine engines are producing sufficient 
downward force. At zero, the clamps release. The rocket 
goes to war with inertia, and then, with flames surround- 
ing its base and snow-thick plumes of the liquid oxygen 
filling the air, it shoots up. Seeing something so large 
hold so straight and steady while suspended in midair 
is hard for the brain to process. It is foreign, inexplica- 
ble. About 20 seconds after liftoff, the spectators a few 
miles away hear and feel 
the Falcon 9's full rumble. 
It's a distinct sound-a sort 
of staccato crackling that 
makes pant legs vibrate. 
After about a minute, the 
rocket is a red spot in the 
sky, and then it's gone. © 


Excerpted from Elon 
Musk: Tesla, SpaceX, and 
the Quest for a Fantastic 
Future. To be published this 
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iona He gave birth to her second child, a boy, on Jan. 24, 
2015, at Pomona Valley Hospital in Southern California. 
The staff was friendly, the delivery uncomplicated, and 
athe baby healthy. He, a citizen of China, left the hospital 
confident she had made the right decision to come to America 
to have her baby. 

She'd arrived in November as a customer of USA Happy Baby, 
one of an increasing number of agencies that bring pregnant 
Chinese women to the States. Like most of them, Happy Baby is 
a deluxe service that ushers the women through the visa process 
and cares for them before and after delivery. 

There are many reasons to have a baby in the U.S. The air is 
cleaner, the doctors generally are better, and pain medication is dis- 
pensed more readily. Couples can evade China's one-child policy, 
because they don't have to register the birth with local authorities. 
The main appeal of being a “birth tourist,” though, is that the 
newborn goes home with a U.S. passport. The 14th Amendment 
decrees that almost any child born on U.S. soil is automatically a 
citizen; the only exception is a child born to diplomats. He and 
her husband paid USA Happy Baby $50,000 to have an American 
son. If they had to, she says, they'd have paid more. 

After the birth, He observed yuezi, the traditional month of 
recovery for new mothers. She, her mother, and her 2-year-old 
daughter stayed in Rancho Cucamonga, a city about 40 miles east 
of Los Angeles. Her apartment, in a complex with a pool, fitness 
center, and mountain views, was rented by USA Happy Baby. Her 
nanny was supplied by USA Happy Baby. She ate kidney soup and 
pork chops with green papaya prepared by a USA Happy Baby cook. 
She secured her son's U.S. birth certificate, passport, and Social 
Security card with USA Happy Baby's assistance. 

He's daughter was born in America as well. He and her husband, 
educated in Britain and from prosperous families, hoped to send 
their children to an international school in Shanghai that admits 
only foreign students. When the kids turn 21 they can petition for 
green cards for their parents, too. 

It was all going well, until four men knocked on the door of He's 
apartment on Feb. 23. They said they were fire department inspec- 
tors responding to a complaint about someone barbecuing on the 
balcony. She hadn't been cooking outside. The men asked to see 
the adults’ identification. Then they asked the ages of her chil- 
dren. “I felt very weird then,” He says. “I wondered why they were 
asking me about my children when they came to ask about barbe- 
cue.” Afterward she called Phoebe Dong, who ran USA Happy Baby 
and lived nearby. “I said I didn’t feel safe. She said not to worry.” 

A week later, five men from Homeland Security Investigations, 
the sheriff's department, and the fire department arrived. At first 
He thought they'd come from the homeowners' association. Then 
she saw the bulletproof vests and handguns. They showed her 
a search warrant. She recognized the translator from the previ- 
ous visit. “Then they asked me a lot of questions, and I became 
nervous," she says. 

The HSI agents told He she wasn't in trouble. That turned out 
to be only sort of true. They were investigating the owners of 
USA Happy Baby- Dong and her husband, Michael Liu-for sus- 
pected tax evasion, money laundering, and visa fraud. Although 
it's legal to travel to the U.S. to give birth, it's illegal to lie about 
the purpose of a visit-or coach someone to do so. For two hours 
the agents gathered documents, including the family's passports, 
and made copies of He's e-mails and texts. “They took my son's 
immunization record, even the [T: 
paper I used to record his milk 
time,” she says. 
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told them friends had warned her that customs officials are tougher 
in Los Angeles. The IRS men didn't look very happy with her 
answers. “After they left, I thought I had a very serious problem.” 

He spoke in early April at the San Gabriel (Calif.) office of 
her lawyer, Long Z. Liu, on the condition that she not be iden- 
tified by her full Chinese name. She says Fiona is her American 
name. He, 29, looked like she'd dressed hastily that morning. 
Her hair was pulled back; she wore no makeup. She spoke softly 
and quickly, alternating between English and Mandarin. She 
was often teary during the two-hour conversation, especially 
when talking about tensions in her family. Neither He's parents 
nor her in-laws thought it was worth the trouble to come to the 
U.S. She wasn't angry at USA Happy Baby; she mostly seemed 
bewildered by her predicament. 

Homeland Security and the IRS have been investigating the 
growing business of “birth tourism,” which operates in a legal 
gray area, since last June. The industry is totally unregulated and 
mostly hidden. Fiona's apartment was one of more than 30 baby 
safe houses that HSI agents and local law enforcement searched 
in Southern California that day in March. They came with transla- 
tors and paramedics, almost 300 people in all. The investigators 
focused on three agencies- USA Happy Baby, You Win USA Vacation 
Resort, and Star Baby Care-using a confidential informant, under- 
cover operations, and surveillance, according to three affidavits. 

Dong and Liu's home was searched, too. Agents found close to 
$100,000 in cash. “We were running a serious and legit business,” 
Dong says. “We believe in the justice system in the U.S.” Liu referred 
questions to his lawyer, who didn't respond. Kevin Liu, the lawyer 
for Star Baby Care, says: "There's nothing to hide, and we're coop- 
erating with the investigation." 

No one knows the exact number of Chinese birth tourists or 
services catering to them. Online ads and accounts in the Chinese- 
language press suggest there could be hundreds, maybe thou- 
sands, of operators. A California association of these services called - 
All American Mother Service Management Center claims 20,000 
women from China gave birth in the U.S. in 2012 and about the 
same number in 2013. These figures are often cited by Chinese 
state media, but the center didn't reply to a request for comment. 
The Center for Inmigration Studies, an American organization 
that advocates limiting the scope of the 14th Amendment, esti- 
mates there could have been as many as 36,000 birth tourists from 
around the world in 2012. 

Homeland Security declined to discuss the investigation because 
it is ongoing, but Claude Arnold, the agent in charge, says: *Visa 
fraud is a huge vulnerability for the country. These women allegedly 
lied to come have a baby. Other people could come to do some- 
thing bad. We have to maintain the integrity of the system." After 
the raids, which were covered by local media, agents received 
dozens of tips about other possible *birth hotels." 

The U.S. and Canada are the only developed countries that grant 
birthright citizenship. For those who believe U.S. immigration pol- 
icies are too generous, birth tourism has become a contentious 
issue. *It's like somebody giving birth in your living room and 
saying they're part of your family,” says Ira Mehlman, the spokes- 
man for the Federation for American Immigration Reform. 

Legislation to abolish automatic citizenship was introduced into 
the House of Representatives this year, as it is every couple of years. 
The Republican leadership doesn’t seem interested, though. 

*Some people say these families are taking advantage 


We just 














Is that wrong?” 














of a loophole,” says Emily Callan, an immigration attorney in 
Virginia who’s written about birthright citizenship. “If it was a 
loophole you could close it, but changing the 14th Amendment 
would be drastic. This isn’t a loophole or a technicality. It’s an 
unintended consequence.” 

After the March raids, 29 Chinese mothers and relatives were 
designated material witnesses and ordered to stay in Southern Cal- 
ifornia until the federal court decided they could leave. Fiona He 
moved from her apartment in Rancho Cucamonga to one in another 
part of the Inland Empire. “I want my children to have the best they 
can,” she says. “But I had no idea I would have this trouble. We 
didn’t hurt anyone. We just found an easy way to stay here to give 
birth. Is that wrong?” She was interviewed by a federal grand jury 
on March 11 with the promise of immunity if she continued to coop- 
erate. No charges have been brought against any of the maternity 
services, nor have any promises been made to the women about 
their return home. As the weeks passed, He was feeling desperate. 


In China, there’s nothing secret about birth tourism. It’s just 
another way to help a child get ahead. A hit 2013 movie, Finding 
Mr. Right, told the story of awoman who goes to America to give 
birth. That same year, 68 percent of people surveyed by Internet 
provider Tencent said they would want their child to be born in 
the States “if opportunity allows.” The maternity services main- 
tain blogs and a steady patter of self-promotion. USA Happy Baby 
featured an ad with a baby lying on an American flag; Dong, the 
owner, regularly posted pictures of smiling customers, their new- 
borns, and their U.S. passports. “The moms must be missing the 
time at our maternity center. It was real fun. Everything was taken 
care of. You lived like a ‘queen, ” read a post on social media by 
another service, called Enchong. 

Enchong, which isn’t part of the Homeland Security inves- 
tigation, is well known in China. One Saturday in late March a 
dozen potential clients sit in a conference room at the Wuhan 
Convention Center, a former Communist Party hotel that's bene- 
fited from a sleek renovation. Coco Zhai is an Enchong executive 
and, like many in the industry, was first a client. She is wearing 
a traditional Chinese dress and carrying an Hermés purse that, 
she tells attendees, was a present from her boss. 

As Zhai explains, the first step to becoming a birth tourist is to 
obtain a tourist visa from a U.S. consulate in China, usually in the 
early months of pregnancy. U.S. consular officers have discretion 
in granting visas. They don't have to turn away a pregnant woman 
who may give birth in the U.S., nor do they necessarily have to allow 
her in. If a woman is asked about her plans, she has to tell the truth. 
There's already a new phrase in use among potential birth tourists: 
cheng shi qian, or *honest visa application." Zhai encourages this. 
She also recommends entering the U.S. through a city other than 
Los Angeles. *Las Vegas is really easy because everyone goes there 
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to gamble, no matter if you’re a senior or pregnant,” she says. “If 
you cannot cross the border, we cannot make money.” 

If a woman says she’s traveling to give birth, the consular and 
customs officers may request proof that she can pay for her hos- 
pital stay. (The same would be asked of anybody seeking medical 
treatment in the U.S.) “Keep every single one of your invoices as 
evidence that you didn’t use the public charge,” Zhai says, refer- 
ring to Medicaid. “If you have receipts with big sums, such as a 
watch worth tens of thousands, or a diamond ring, save those too.” 

Enchong rents about 100 apartments in a sprawling complex in 
the Chinese community of Rowland Heights, about 25 miles east of 
Los Angeles. Pheasant Ridge, or Pregnant Ridge, as some locals call 
it, is wooded and secure and within walking distance of grocery 
stores, a Target, and several Chinese restaurants. After the birth, 
Enchong provides new mothers five meals a day and all the baby 
formula and diapers they need. The company that runs Pheasant 
Ridge, Arnel Management, declined to comment. 

All the maternity centers boast of their success helping custom- 
ers get visas and pass through customs. Zhai says that of Enchong’s 
600 clients in 2014, no more than four were turned away at U.S. 
airports. The centers promise that in California there is no pollu- 
tion, noise, or crowds—something that can’t be bought in China. 
They offer trips to Disneyland and SeaWorld; You Win, one of the 
services under scrutiny, took a group of husbands to a shooting 
range. The company motto was “Pass the love along.” 

Toward the end of the two-hour presentation, Zhai is asked if 
Enchong could be the next service to be investigated. The raids and 
their aftermath are regularly reported on by the Chinese-language 
press. “Many maternity centers are scared,’ she says, and some 
women have decided against going to America. The only change 
Enchong has made is that employees no longer go to U.S. govern- 
ment offices to collect passports and Social Security cards. They 
do that by mail. “We don’t want to rush toward the bullets, even 
though we don’t really know what the trouble might be.” 

Fiona He used Enchong to have her first baby. When she was 
planning her second stay, she opted for USA Happy Baby because 
it offered housing with fewer pregnant Chinese women around. 
She wanted the quiet. 


The investigation that brought agents to He’s apartment began 
50 miles away in Irvine, with an anonymous tip about Edwin 
Chen’s business. Chen had gotten into the birth tourism indus- 
try after personal experience. His wife, Jie Zhu, came to the U.S. 
to have their son in 2011. Zhu live-tweeted the first hours of her 
labor to friends back in China. When the couple had a daughter 
a year later, she tweeted from the hospital again. They decided 
to stay in California and help other Chinese to expand their fam- 
ilies on American soil. 

Chen opened American Angel 8 and, in January 2013, advertised 
online: “Give birth to an American baby. Start a wonderful 
journey.” He offered two options: a $30,000 gold package 
and a $60,000 platinum package, which promised a U.S. visa 
for the mother and a U.S. passport for the child, round-trip 
airfare, a two-bedroom apartment, a hospital room with a 
view of the ocean, a nanny, and a seminar on buying prop- 
erty in the U.S. 

By the fall of 2013, Chen and Zhu were bragging about their 
success. Zhu posted a picture of a diamond watch on Weibo, 
the popular Chinese microblogging service. “The world’s only 
Jaeger-LeCoultre diamond watch, worth $400,000. Saw it in 
a magazine. Now am touching it. Thank you the rich moms 
staying at Angel 8.” In another post, Chen said he had bought 
the watch. (That turned out to be a lie: The maternity service 
business is lucrative, but not that lucrative.) 

One of the rich moms was Dongyuan Li, a client who 
delivered twin girls in 2013. Afterward, she and her 
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husband, Qiang Yan, 
made Chen an offer: 
They would fund 
a new maternity 


service in exchange fe] senior Or pregnant 1 
cross the border, we cannot make money” 


for a majority stake. 
Chen would manage 
operations in Cali- 
fornia; Li and Yan 
would oversee recruitment in China. Chen shut down Angel 8 
and, with Li and Yan, opened You Win USA Vacation Resort in 
December 2013. 

Six months later a man in Los Angeles contacted Chen, saying 
he needed to help his pregnant cousin in China come to Califor- 
nia to give birth. The new client and his “cousin” were actually 
Homeland Security agents. 

According to an affidavit filed by HSI, the agent in China was 
told by a You Win “trainer” to apply for a U.S. visa with someone 
who travels regularly and wouldn’t raise suspicions about the 
purpose of the visit. If she didn’t know anybody, the trainer 
would supply someone for $9,600. “If the story is convincing 
and she is good-looking, then the success rate will be pretty 
high when she goes for the visa interview,” the trainer said. Con- 
cocting the story was included in the price. The undercover HSI 
agent got her visa and made plans to fly to the U.S. Sometime 
after that, Chen told his client that he might make as much as 
$2 million in 2014. 

You Win’s customers stayed at the Carlyle at Colton Plaza, a 
gated luxury apartment complex in Irvine. Chen didn’t know 
it, but the Carlyle also happened to be down the street from a 
Homeland Security office. Agents could see it out their windows. 

Otherwise, the Carlyle seemed like an ideal place for a baby 
hotel in 2014: It was new, and it wasn’t full. You Win rented at least 
12 apartments and converted one into a communal kitchen and 
dining room. If the women didn’t want to eat there, uniformed 
chefs delivered their meals. The complex has poolside cabanas, 
an outdoor fireplace, a fitness center, and a lounge. Apartments 
rent for $2,800 to $4,300 a month. Homeland Security agents 
say that several other birth tourism operators may have used the 
Carlyle, too. The management company, Legacy Partners, didn’t 
respond to requests for comment. 

Two highly regarded hospitals are nearby. You Win suggested 
that the women choose doctors who could deliver babies there. 
According to the companies’ Chinese-language websites and 
lawyers for the women, the doctors usually insisted on being 
paid in cash for prenatal care and delivery. The families often took 
care of the hospital bill with cash, too, and seemed to receive a 
discounted rate because of it. The cost of a natural delivery was 
around $4,000; a caesarean section, $6,000. 

You Win also drove the women to South Coast Plaza, which is 
filled with luxury boutiques. They bought classic saffiano purses 
at Prada, the sparkly Abel shoes at Jimmy Choo, lingerie with 
rhinestones at Victoria’s Secret. They were regulars at Chanel and 
Coach. All the shops employed Mandarin speakers. 

Chen and Zhu were sleeping in their apartment in Mission 
Viejo when HSI agents knocked on their door early on March 3. 
The agents questioned Chen about alleged visa fraud and tax 
evasion for about two hours. The agents froze Chen’s bank 
accounts and seized Zhu’s Mercedes. They took the notebook 
where Chen recorded client information and his passport. Chen 
and his wife are permanent residents. The affidavit alleges they 
got their green cards through sham marriages in Las Vegas; Chen 
won’t comment on that. 

That morning, agents also questioned Dongyuan Li, who lives 
in a gated community outside Irvine. Among the assets they 
seized were 10 gold ingots, which she kept in a safe deposit box 
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at her bank. (Their value hasn’t been determined yet.) Neither 
Li nor her husband could be reached for comment. 

“We did what everybody else was doing,” Chen says, speak- 
ing on behalf of his wife. “There are no so-called standards.” He 
denied allegations of visa fraud, saying that You Win outsourced 
that part of the business to agents in China. “Had I known this 
industry is not allowed, I wouldn’t have touched it. But every- 
body said this is a gray area.” 

After the raids, You Win shut down. The Carlyle sent eviction 
notices to the 11 apartments You Win had been renting, says Ken 
Liang, an attorney representing seven of the Chinese women. “The 
government said the women could stay in a detention center. No 
one was interested in that offer.” The doctors, who were paid in 
advance in cash, continued their care. 

Liang says his clients didn’t lie about their pregnancies. “They 
were told by travel agents to wear loose clothing, but answer truth- 
fully when asked. It could be seen that wearing loose clothing is 
evasion—but that’s a judgment call.” In the end, the consular offi- 
cers didn’t ask his clients if they were pregnant, Liang says. All the 
women entered the U.S. in Honolulu, where customs officers did 
ask if a few were pregnant. They answered honestly and were let in. 

“Birth tourism is a money-making opportunity,” says Liang. “The 
operators shouldn’t squander it.” He would like them to come out 
of the shadows and push for regulations. “This could have a long- 
lasting positive impact for the U.S. Bruce Lee was a birth tourism 
baby. Maybe we'll get another genius out of it.” 


Fiona He brought her daughter to the Riverside Federal Courthouse 
on April 7. Judge David Bristow was holding a hearing to deter- 
mine when-or if-the Chinese women designated as material wit- 
nesses might return home. As the other women huddled around 
a translator, He walked in and out of the courtroom, distracted. 
One woman was still pregnant; another had a baby in a car seat. 
After three hours in court, they learned it was unlikely that any 
of them would be allowed to leave soon. On the courthouse steps, 
the women were distraught. The men were smoking. Fiona He 
remained at a distance. “I’m disappointed in the system,” says 
Liu, her lawyer. *These women are being treated like criminal 
defendants, not witnesses." 

A week later, He fled to China with her mother and two chil- 
dren on China Eastern Airlines flight 586. Five other women and 
their relatives-10 material witnesses in all-left on other flights out 
of Los Angeles International Airport. The women had been given 
back their documents and traveled under their own names. “This 
was very embarrassing for everyone, including me;" Liu said a day 
after learning of He's departure. On April 26, Liu made public a 
statement from He. She said her grandmother, who raised her, 
was terminally ill, and she had no choice but to return to China. 
She said she would come back to the U.S. to testify. “As a respon- 
sible person with integrity, I always keep my promises. I do not 
intend to make an exception this time." 

On April 30, He officially became a fugitive. The government 
charged He and nine others with alleged obstruction of justice, 
contempt of court, and visa fraud and issued warrants for their 
arrest. “It’s pretty ironic,” says Liu. “She did so much to get pass- 
ports for her kids. Now they can come to America anytime. But 
she probably can never come again.” Q —With Bloomberg News 
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n April 22, David Boies made his 
closing argument on behalf of 
Maurice Greenberg, the insur- 
ance magnate suing the U.S. 
government for as much as 
$40 billion in damages stem- 
ming from the September 2008 
bailout of Greenberg’s falter- 
ing former company, Ameri- 
can International Group. AIG’s 
soured bets on the housing 
market had led the insurer to 
the precipice of insolvency, which might have set off a global 
depression. In return for an emergency $85 billion loan, AIG’s 
board agreed to turn over 80 percent of the company’s equity 
to the government. But Greenberg and fellow shareholders 
never had a chance to vote on the rescue—which, Boies told 
Judge Thomas Wheeler of the U.S. Court of Federal Claims 
in Washington, contributed to an unconstitutional abuse of 
AIG shareholders. 

Given the urgency of AIG’s imminent failure, Judge Wheeler 
asked, couldn’t the board act on shareholders’ behalf? 

No, Boies responded. He reminded Wheeler of internal 
memos produced earlier in the trial that showed members of 
the AIG board deliberately cutting Greenberg out of the deci- 
sion to accept the government’s terms. The reason? He was rep- 
resented by David Boies. “They say, ‘Mr. Greenberg has hired 
this high-profile lawyer, David Boies, and he’s going to try to 
undo this...and we’ve got to stop that by preventing a share- 
holder 7 

Few attorneys would have the chutzpah to weave that 
kind of self-promotional aside into such a high-stakes court 
appearance—and even fewer could plausibly claim to have 
earned the right. For three decades-at least since a June 1986 
New York Times Sunday Magazine cover story anointed him *The 
Wall Street Lawyer Everyone Wants”—Boies has reigned as the 
country's premier litigator. His clients range from DuPont and 
Philip Morris to the New York Yankees and Sony Pictures; from 
Calvin Klein and Don Imus to Tina Brown and Harvey Wein- 
stein. When he argued the Bush v. Gore Supreme Court case that 
decided the 2000 presidential election, Boies became, even in 
defeat, a liberal hero. Thirteen years later he helped engineer 
a major high court victory for same-sex marriage. Theodore 
Olson, Boies's opponent in Bush v. Gore and unlikely conser- 
vative ally on gay unions, says, *In his range and brilliance on 
his feet, David has no equal.” 

Less noted is Boies's success as an entrepreneur. In 1997 
he spurned a gold-plated partnership at the archetypal cor- 
porate law firm, Cravath, Swaine & Moore, to start what he 
called *a country law office" near his Georgian-style mansion 
in Westchester County north of New York City. That outpost 
has morphed into a 285-attorney powerhouse remarkable for 
its revenue ($345 million last year), average profit per equity 
partner ($3 million), and sheer ubiquity. Unlike most corpo- 
rate law firms, which focus on defending Big Business, Boies, 
Schiller & Flexner juggles a rare combination of corporate 
defense assignments and plaintiffs work. Currently the firm is 
representing terrorism survivors suing the Bank of China for 
allegedly catering to Islamic militants, even as other BS&F bank 
clients, HSBC and Barclays, are facing similar terrorism-liability 
claims in a separate case. All of the banks deny wrongdoing. 
In Florida, BS&F is leading a massive consumer class action 
on behalf of car buyers allegedly harmed by defective air bags 
while simultaneously defending tobacco companies against 
smokers' injury claims. 

Boies, 74, advertises his long history of working both sides 
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of the courtroom as a selling point to clients. “You hire the 
Boies Schiller firm in part because they know how both sides 
think,” says Richard Baer, general counsel of Liberty Media. At a 
previous employer, Qwest Communications International, Baer 
brought in a team headed by Boies partner Jonathan Schiller 
to defend against a mid-2000s wave of securities-fraud suits. 
“You look past the fact that in separate matters they’re going 
to represent the sort of parties who are your foes.” 

A merry mercenary, Boies has created a unique partnership 
built on profitability, flashy ambition, a dash of public service, 
and old-time family solidarity. The lawyer roster at the firm 
includes not only his wife, but also one of his ex-wives. At various 
times, most of his six children have worked there, too. Were he 
to depart, would the show go on? “When you walk off that stage,” 
says Boies client and friend Greenberg, 90, “you never know 
what's going to happen, how the No. 2 and No. 3 will perform.” 
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Greenberg credits Boies with defying skeptics who predicted 
an early dismissal of his AIG-bailout suit. Judge Wheeler is 
expected to rule in coming weeks, and the outcome is consid- 
ered a toss-up. Boies “is grooming some awfully talented guys” 
at his law firm, Greenberg says, “but whether they are future 
David Boieses—that’s another question.” 


Boies sits for interviews at expensive restaurants where he’s 
greeted by name. One Sunday evening in New York, it’s Cipriani 
on Fifth Avenue at 59th Street—convenient because he keeps an 
apartment in the adjacent Sherry-Netherland Hotel. On other 
occasions, it’s the Four Seasons, where for lunch he summons a 
large plate of pigs in blankets and no entree. At cocktail hour his 
screwdriver arrives, unbidden, with an extra glass of orange juice. 

Lean and vigorous, Boies radiates confidence without pre- 
tension. He smiles a lot, but not in a weird Jimmy Carter way. 
He flatters. “Reporters find the holes in the arguments,” he says. 
Countless laudatory profiles have tallied his endearing quirks: 
the inexpensive, ill-fitting blue suits, the plastic watch he straps 
on over his sleeve, the intensity of preparation he uses to over- 
come his lifelong dyslexia. 

Writing about BS&F, it’s impossible to resist the gravitational 
pull of the Boies persona, and it would be a mistake to try. 
Boies created the firm after his abrupt resignation from Cravath 
in 1997. Publicly, he and Cravath attributed their split to his 
loyalty to George Steinbrenner, a Boies client. The late New York 
Yankees owner was feuding with the rest of Major League Base- 
ball, including the Atlanta Braves, a property of Time Warner, 
one of Cravath’s anchor clients. The conflict was real, but there 
was more going on. Privately, some Cravath partners objected 
to a range of Boies’s professional choices. 

In one case, he’d allied himself with legendary Texas plain- 
tiffs’ attorney Joe Jamail against American Airlines, the sort of 
corporation Cravath normally defended. In another instance, 
Boies represented, free of charge, a Florida businesswoman in 
a lurid child-custody battle against her ex-husband, a Guate- 
malan textile baron. “We represent plenty of people pro bono, 
in discrimination cases and death penalty cases, for example,” 
Cravath’s then presiding partner, Samuel Butler, told me for a 
May 1997 Wall Street Journal article, “but wives of Guatemalan 
tycoons are not exactly what we have in mind.” Addressing the 
child-custody fracas in his 2004 memoir, Courting Justice, Boies 
quoted himself as saying: “Once I take a case, I’m stuck with it.” 

Soon after striking out on his own, 
Boies turned to a lawsuit in the late 
1990s that Cravath never would have 
taken: the Department of Justice’s 
attempt to prove that Microsoft ille- 
gally monopolized the market for 
personal-computer software. Needing 
more manpower, Boies showed impres- 
sive skill as a talent scout. He mixed 
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the new Boies shingle, Donald Flexner, a business-getter at 
Washington-based Crowell & Moring, brought with him such 
clients as Alcoa, CSX Transportation, and United Technologies. 

In May 1998, Boies filed his antitrust suit against Microsoft. 
It was unusual for the lawyer-rich Justice Department to bring 
in a ringer—especially Boies, who at Cravath had helped thwart 
federal prosecutors in a long-running antitrust suit against 
IBM. Now attacking corporate gigantism, Boies displayed his 
talent for tempting opponents into trying to outsmart him. In 
videotaped depositions, he asked Microsoft co-founder Bill 
Gates about the company’s campaign to crush Netscape, pro- 
vider of a rival browser. Boies showed Gates a document sent 
to the executive by a subordinate that said, “We need to con- 
tinue our jihad next year.” 

“It doesn’t say ‘Microsoft, ” Gates objected. 

“Well,” Boies said, “when it says ‘we’ there, do you under- 
stand that means something other than Microsoft, sir?” Gates’s 
evasiveness became so obvious that when the depositions were 
shown in court in November 1998, U.S. District Judge Thomas 
Jackson chuckled and declared: “Mr. Gates has not been partic- 
ularly responsive.” In 2000, Jackson ordered Microsoft broken 
into separate companies, one to produce its PC operating system 
and a second to make other software. An appellate court later 
rejected Jackson’s remedy, and the business-friendly George 
W. Bush administration settled the case on terms favorable to 
Microsoft. None of that obscured Boies’s memorable skewer- 
ing of Gates. 

Meanwhile, a next generation of BS&F partners established 
itself. William Isaacson, a young partner Schiller brought with 
him from Kaye Scholer, helped lead a sweeping class action 
against vitamin manufacturers that allegedly engaged in illegal 
price fixing and market allocation. By late 1999 the firm had 
forged a $1.05 billion settlement involving Roche, Rhóne- 
Poulenc, and other companies sued by businesses that use 
vitamins in their products. The recovery, which included 
$123 million in attorneys’ fees, was the largest ever in a private 
class-action antitrust case. 

Working from BS&F’s Washington office, Isaacson, 55, has 
become a preeminent class-action switch hitter. Last year he 
successfully represented basketball and football players who 
challenged the National Collegiate Athletic Association ban on 
universities’ sharing sports video game and other licensing 
fees with athletes, but also helped Apple defeat a $1 billion 
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class action filed by consumers claiming that iTunes restric- 
tions suppressed competition among music devices. 

Stuart Alderoty, currently general counsel of HSBC North 
America, has employed BS&F since 2002. Then chief litigation 
counsel at American Express, he was given the task of leading a 
suit against MasterCard and Visa for allegedly colluding to stop 
banks from issuing AmEx cards. Alderoty interviewed a number 
of leading firms and eventually asked Flexner, a former head of 
the Justice Department’s antitrust division, to propose a strategy. 
Flexner brought Boies to the meeting, and without PowerPoint, 
whiteboard, or notes, the two attorneys outlined a plan that would 
target as defendants not just credit card rivals but also major banks 
that were member-owners of Visa and MasterCard. The approach 
hadn’t occurred to Alderoty, because it would involve suing banks 
that AmEx wanted as marketing partners. He was convinced, 
however, that alleging a conspiracy that went beyond the card 
networks to encompass financial institutions would exert more 
leverage. Sure enough, in 2007 and 2008, BS&F obtained settle- 
ments from MasterCard and Visa totaling more than $4 billion, a 
record for a single-plaintiff antitrust case. 

Alderoty has since retained the firm to defend HSBC ina 
variety of complex cases. “We’re represented by a number of 
excellent firms,” he says. “The Boies firm brings unique benefits, 
particularly insights from its experience litigating both as plain- 
tiff and defendant, and the credible threat of taking a case to 
trial, even as a defendant.” 

BS&F doesn’t always win. Earlier this year, a federal judge 
in New York ruled that it was AmEx, again represented by 
Flexner, that violated antitrust law when it sought to bar 
retail businesses from asking customers to use lower-cost 
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card competitors. The Justice Department didn’t seek money 
damages, but if upheld on appeal, the verdict would put mer- 
chants in a stronger position vis-a-vis AMEx. “We’re going to 
keep fighting,” Flexner says. 

The instinct to fight on sometimes gets BS&F in trouble. In 
March the federal appeals court in New York upheld a judge’s 
imposition of a $270,000 sanction against the firm for represent- 
ing a plaintiff suing Host Hotels & Resorts, despite having previ- 
ously represented Host in a related matter. Host’s general counsel, 
Elizabeth Abdoo, decried BS&F’s “failure to fulfill its most basic 
ethical obligation to Host in connection with the firm’s prior work 
on one of the most important issues in our company’s history.” 

The imbroglio developed after BS&F filed suit in 2013 on 
behalf of hotel owner Madison 92nd Street Associates against 
Host and Marriott International. Madison accused the defen- 
dants of conspiring with a labor union to squeeze Madison out 
of the New York market. Host objected that, years earlier, BS&F 
represented Host in a related dispute. The prior relationship 
gave the firm access to confidential information that theoreti- 
cally could be used against Host in the 2013 suit. “A clearer con- 
flict of interest cannot be imagined,” U.S. District Judge Colleen 
McMahon said in her ruling instructing BS&F to reimburse Host 
for legal fees. “This is not ethical rocket science.” 

Boies says the firm acted based on advice from an outside 
legal-ethics counsel. The oversight occurred, in part, because 
lawyers involved in the earlier Host representation had left the 
firm, he adds. 

BS&F isn’t immune to the pecuniary obsessiveness that infects 
Big Law, but it manages the symptoms better than most. Befit- 
ting its modest head count, the firm appears toward the bottom 
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of American Lawyer’s Am Law 100 revenue ranking, but when 
it comes to average profit per equity partner, it’s consistently 
in the top 15. 

BS&F’s history of winning high-stakes cases allows it to 
demand substantial upfront “engagement fees” and bonuses. 
“We take calculated risks that align our interests with those 
of our clients,” Boies says. In October, for example, the firm 
won a jury verdict in a contingency-fee False Claims Act case in 
Texas, which, if upheld on appeal, could be worth $575 million 
or more. BS&F represents Joshua Harman, a Virginia highway 
guardrail manufacturer who accused a larger rival, Dallas- 
based Trinity Industries, of misleading federal regulators 
about product changes that allegedly contributed to crash- 
victim fatalities. Led by partner Nicholas Gravante Jr., a former 
Cravath associate, the plaintiffs’ team adroitly combined evi- 
dence showing that Trinity failed to submit product-change 
data to federal overseers with riveting photos of the bloody 
results of highway crashes. Trinity countered—unsuccessfully— 
that the undisclosed data weren’t material and that the photos 
shouldn’t have been relevant to a False Claims Act complaint. 
Trinity denies any wrongdoing and is appealing. 

What makes the triumph remarkable is that the Federal 
Highway Administration insists it wasn’t defrauded and that 
Trinity’s guardrails meet applicable government specifications. 
“That Mr. Boies and his crew got within 100 miles of this claim 
suggests they either didn’t do their homework or have made a 
troubling choice to lower their standards considerably,” says 
Darren McKinney, spokesman for the American Tort Reform 
Association, a corporate trade group. Harman “was motivated 
not by a desire to protect taxpayers or public safety, but instead 
by a desire to destroy a competitor and gain a business advan- 
tage,” McKinney says. 

Gravante scoffs at what he calls sour grapes. “If a plaintiff is 
right, we’re pleased to represent that plaintiff against a corpo- 
rate wrongdoer,’ he says. On April 21, Bloomberg News reported 
that the Justice Department had begun a criminal investigation 
of Trinity’s relationship with federal regulators. 


BS&F’s success begins with the tribal allegiance Boies elicits— 
that of fellow Cravath refugees, recruits from other elite firms, 
and members of a Boies clan spanning the founder’s three mar- 
riages. Four of his six children have worked as lawyers in the 
firm or closely with it. His youngest, Alexander, 29, is graduat- 
ing from New York University School of Law this spring and will 
raise the figure to five out of six. 

Boies’s wife, Mary McInnis Boies, an antitrust attorney and 
former senior CBS executive, is anonpartner counsel to the firm. 
So is Boies’s previous wife, Judith, with whom he fell in love when 
they were law students at Northwestern University in the early 
1960s. At the time, Judith was married to one of their profes- 
sors. After academic transfers, rearranged marital ties, two kids, 
and eventually a divorce, Judith and David emerged on amica- 
ble terms. Mary and Judith declined to comment for this article. 

Operating in the vicinity of the patriarch inevitably means 
being overshadowed, but there are benefits, too. The elder Boies 
decided early on that BS&F should have a corporate group to 
advise clients on mergers and other transactions and that his 
son Christopher, a Yale Law School graduate with experience as 
an investment banker, would head it. “No one can keep up with 
my father. It would be foolish to try,” says Chris, 47, who leads 
a 30-lawyer corporate department. “Chris and his team are our 
go-to guys,” says Leslie Gelber, president of Caithness Energy, a 
New York-based power-project developer. It doesn’t hurt that if 
a deal were to go sour, Gelber says, father David is on standby. 

Boies, Gravante, and the other five members of BS&F’s 
executive committee distribute each year’s revenue in part 


“A clearer conflict 
of interest 
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according to a formula that pays attorneys larger bonuses if they’ve 
participated in particularly lucrative cases. Associates can benefit 
alongside top partners. Depending on seniority, associates earned 
base salaries in 2014 ranging from $174,000 to $282,000. In addi- 
tion, they collected bonuses of as much as $350,000 apiece, far 
more than associates can hope for at comparable firms. 

Boies has infused his firm with a sense of purpose—winning— 
if not necessarily a consistent dedication to the commonweal. 
BS&F partners pursue a variety of pro bono cases, such as one 
in Florida that last December resulted in a state court ruling 
that 1.9 million children in the state haven’t received adequate 
medical attention under the Medicaid program. 

In the main, though, Boies runs a business, not a charity. The 
firm’s core corporate clients include oil companies (Chevron), 
chemical manufacturers (DuPont), and cigarette makers (Philip 
Morris, now known as Altria). Bloomberg LP, owner of this mag- 
azine, is a past client. In this regard, at least, BS&F resembles 
its more conventional rivals. 

Asked about defending the tobacco industry, whose products 
lead to lethal illness, Boies reveals a rare lack of eloquence. He 
points out that the firm’s main office in New York handles mostly 
business-to-business disputes for tobacco clients, such as anti- 
trust cases, while the Miami office defends product-liability cases 
pitting ex-smokers against cigarette makers. At a firm whose 
various branches pool their revenue, however, that distinc- 
tion seems irrelevant. In 2012, Boies himself argued before the 
Florida Supreme Court on behalf of cigarette companies seeking 
to make it more difficult for sick smokers or their survivors to 
win lawsuits. 

More delicate for Boies is that his daughter Caryl, an accom- 
plished trial lawyer and former partner, died in 2010 of lung 
cancer at the age of 48. She had been a smoker. Asked how he 
squares this terrible loss with his continuing labors for tobacco, 
Boies sighs. “I don’t think she or I think that Altria or any tobacco 
company was responsible for her cancer,’ he says. “She knew 
and I knew and my son David III, who is a smoker, knows that 
smoking is harmful to your health.” So is alcohol, Boies says, 
pointing to his drink. 

Society would be safer, he continues, if no one manufac- 
tured cigarettes or booze and everyone drove at 50 miles an 
hour. But it’s not his job to accomplish those ends, he says. His 
heart doesn’t seem to be in the argument. 

Returning to his firm and its legacy, Boies regains momen- 
tum. “Once you’re a core client,” he says, “the filter we apply is 
whether your position is reasonable and legally responsible.” 
BS&F sometimes rejects potential clients its senior partners find 
distasteful, he says, but once a company makes the cut—joins 
the club-it earns absolute loyalty. 

That's how BS&F will sustain itself after David Boies, not by 
filing civil-rights cases or taking on once-in-a-generation gov- 
ernment assignments. The post-Boies future for BS&F rests on 
a foundation of superlative craft and unwavering fidelity, exer- 
cised on some occasions for consumers suing a big company, 
but more often for a company, even a tobacco company, being 
sued by consumers. 

“We’re lawyers,” says Boies. “We present the arguments, and 
the court sorts out the merits.” 0 
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How MQ brothers created a huge heritage backpack company, 
dating all the way to 2009. By Bryant Urstadt 





t some point in the last few years, 
Herschel Supply backpacks became 
ubiquitous in cities such as New York 
and Los Angeles. They’re worn by 
school children and stylish folks in 
the U.S., Asia, and Europe. They’re 
stocked at upscale retailers including Nordstrom and Barneys 
and at skate chains like Zumiez. More than 4,000 stores carry 
them, and the company keeps about 15 factories in China busy. 
In the fall of 2014, Herschel brought over about 300 contain- 
ers of backpacks. 

A Herschel backpack is a rejiggered take on the classic form. 
One of the hottest styles, the Little America, is a rectangle with 
a flap closure held by the kinds of straps and buckles a 19th 
century miner would have used. It costs $69.99. The Pop Quiz, 
which is the same price, looks like the one you remember car- 
rying in fifth grade. But some of the backpacks’ elements come 
in unexpected colors and combinations—a bag could have a sky 
blue body, a white pocket with a blue flap, and fuchsia straps. 

What unites them all is a square white label. It reads, “The 
Finest Quality/The Herschel Supply Co. Brand/Trade Mark,” 
with the word “Herschel” in script. It has the look of a marque 
that’s been around for a century. The first time I saw it, I was 
sure I’d known about the company for years and 
had maybe had one as a child. That’s not possi- 
ble, because two brothers founded Herschel in 
2009. In Canada. 

Jamie and Lyndon Cormack grew up in Calgary. 
For the most part, they’re extremely polite, 
though true to their Scottish roots, they swear 
with casual relish. They always apologize immedi- 
ately after. They played hockey as kids and still do 
at night sometimes. Lyndon is a bit dapper, with 
slicked-back hair, while Jamie looks tougher. But 
it’s Lyndon who doesn’t mind a scuffle, accord- 
ing to statistics kept by his adult hockey league. 
They’re obsessed with sneakers, and they ride 
motorcycles. Jamie, 41, is the creative director. 
Lyndon, 38, handles the operational details. 

The Herschel office is in an enormous former 
tin can factory in Vancouver’s Gastown, a neigh- 
borhood where warehouses are turning into res- 
taurants and offices. Herschel has 5,500 square 
feet spread over three floors. The brothers plan 
to take an additional 11,000 this year. “It’s hard to 
get space in this building,” Lyndon says. “So we 
snap it up.” They have 65 employees in Vancouver, 
3 in Los Angeles, and 25 in three offices in China. 
They’re hiring more. The offices in Vancouver 
are filled with expensive designer furniture from 
Knoll and Herman Miller. 

There’s nothing accidental about the success 
of Herschel. Before the brothers started the 
company, they were salesmen for so-called life- 
style brands run by clothing conglomerates. 
Lyndon represented Vans shoes (owned by VF) 
in British Columbia. Jamie worked for K2 Sports 
(Jarden), which makes skis, snowboards, and cloth- 
ing. Over the past decade, they learned how the 
apparel business functions, but they wanted to get 
out from under the ridiculous hours of the striv- 
ing employee. 

To create Herschel, they worked backward. 





Marketing 


They imagined what kind of store the bag would sell in—a small 
boutique or a hip department store—and who would buy it. 
They saw their customer as a 15- to 28-year-old who wants 
clothes that express an allegiance to some sort of style cohort, 
much in the way footwear works: If you’re a preppy, you can 
show that with your New Balances; if you want to align your- 
self with skateboarders, you can wear DC. Lyndon considers 
Herschel essentially a lifestyle-oriented shoe company, which 
happens to make backpacks. 

Knapsacks have taken off among grown-ups in recent years; 
sales rose 33 percent in 2014, according to retail analyst NPD 
Group, competing with messenger bags (too geeky), briefcases 
(too corporate), and canvas totes (too literary) as the go-to 
among urban commuters. But even as sales increased and 
luxury brands such as Christian Dior and Tom Ford started 
making them, “there was no company with style,” Lyndon 
says. He and his brother knew theirs had to be a little more 
expensive than your typical JanSport (also owned by VF) but 
not out of reach. “I can’t think of anyone quite like Herschel,” 
says Michael Williams, a blogger and consultant who special- 
izes in heritage goods. “It’s been an incredible emergence and 
rise. Now they’re like JanSport for millennials.” 

In keeping with retail trends, the brothers wanted to build 
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a brand that was both nostalgic and modern. In 2009 shop- 
pers were looking toward so-called heritage brands—American 
companies including Alden Shoe and Woolrich that had sur- 
vived in a world of corporations outsourcing to Asia. Dozens 
of century-old brands have since been unearthed by compa- 
nies like Club Monaco, J.Crew, and even Berkshire Hathaway, 
which now owns the 114-year-old boot brand Chippewa. But 
there’s a finite supply of U.S. brands left to resurrect. 

So marketers started building heritage brands from scratch. 
The master of this is Mickey Drexler, who started Madewell 
in 2006, making jeans with the defunct logo of a clothier that 
had been closed for decades. Soon after, he built up a watch 
brand—Mougin & Piquard—that became J.Crew’s in-house time- 
piece, stocked among legit old products such as Timex and 
other faux-old items in the store’s line of third-party products, 
In Good Company. 

The Cormack brothers spent three months trying to get the 
Herschel branding right. In 1906 their great-grandparents left 
Scotland and settled in Herschel, Saskatchewan. As kids, the 
brothers used to visit the town. “It’s a little town of 23,” Lyndon 
says. “We had a vision of an old general store and asked our- 
selves what the sign would have looked like.” 

“The goal,” Jamie says of the logo, “was that you would see 
it, and it would be like you had seen it before. It’s all hand- 
drawn, and there are imperfections. It’s on an angle. From the 
outside of the ‘P in the ‘Herschel’ to even how the ‘t and ‘r’ 
work in ‘trade, it’s all thought about and hand done.” The label 
doesn’t mention Vancouver, because the Cormacks didn’t want 
Herschel to be pigeonholed as a Canadian brand. “We started 
this to be scalable right from the start,” Jamie says. 

They had prototypes of their first bags, including the Pop 
Quiz, sewn in Vancouver—“the worst samples you could ever 
imagine,” Lyndon says. The brothers figured they might be 
able to sell 6,000, but the minimum order from a factory they 
found in China was 12,000, so they doubled the order. 


LIKE 


In January 2010, the pair took their bags to the 
Agenda trade show in New York, where apparel man- 
ufacturers show products to buyers from stores. They 
rented a 64-square-foot booth, the smallest available, 
and stayed up until 1:30 a.m. building 
shelves. The next morning, a buyer from 
Urban Outfitters walked right up to them. 
“She was upset we didn’t call,” Jamie says. 
“She said, ‘Where are you from? There’s 
no way you haven't done this before? ” Little skate shops such 
as Dqm in New York and Bodega in Boston bought bags, too. 
Soon, the brothers had sold out. 

Back in Vancouver, Lyndon got an appointment with 
Nordstrom, one of North America's 
biggest accounts. The night before the 
meeting, he was playing hockey, and 
things got a little chippy, as they say on 
the rink. Lyndon did something objec- 
tionable and got punched in the eye. “I turtled a little bit-which 
is not normal for me—but finally I got free and got in one pretty 
good uppercut. My eye was turning yellow already.” The next 
morning, he borrowed some cover-up from his wife, slathered 
it over his eye, and made his pitch to Nordstrom. The retailer 
committed to buying some bags, too. 

Like North Face jackets and Ugg boots, the backpacks went 
from nowhere to everywhere, though Herschel didn't have 
years of struggling in the shadows, building loyalties among 
niche groups. The brothers succeeded by inventing a product 
that just looked like it already had a following. Now, says 
Lyndon, they've arrived. True to their dream, he says, the 
office is dead by six most nights. (Since the company is private, 
they won't share revenue figures.) 

On a March visit, Lyndon is in his office working on a new 
campaign and, for inspiration, replaying ads from the 1990s. 
Across the hall, Jamie sits near a table covered with prototypes. 
He's preparing for spring 2016, planning the lookbook to show- 
case the products. The shoot will be on a Mexican resort, and 
the photographer, Stephen Wilde, wonders if they should go 
out to an island he's found. 

“Let’s start on location,” says Jamie. He has a gravelly voice 
and talks so quickly it’s mesmerizing. “You’re in the jungle. It's 
beach. It's rock. It's waves crashing on black rock. It's not them 
holding hands. It's knee deep in the water. It's not coming off 
as a surf brand. I think we shoot here." He draws a circle on a 
map with a Sharpie, then pulls up some iPhone shots he took 
when he was last there. *This building with two pink doors, 
the cobblestones." 

“Lock us into the hotel," he says. “We’re going to f---ing 
crush this, you know what I mean.” He glances around sheep- 
ishly. *Sorry for the F-bomb." 

The conversation turns to Bad Hills Workshop, a newer 
Herschel line. The company is building out options above and 
below their original bags, in both price and sensibility, as well 
as adding wallets and hats. It now makes almost 5,000 differ- 
ent products. The company has no choice but to diversify, 
because you can't trade on fake authenticity forever. *When we 
came into the market, the heritage play was more of a thing,” 
Lyndon says. “But we are modern, and we're going to put that 
into the brand, too." 

The brothers have already started selling bags with a 
stripped-down logo in spare block lettering. Some of them 
are made of shiny fabrics that resemble waterproof tarpau- 
lin. All black, slightly menacing, they look like the future. @ 
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“My strongest 
ideas come when I’m 
in my house late at 
night, between 11 and 1. 
I always have jazz 
or country music playing 
in the background, 
and I often find myself 
at my stand-up 
desk or sketching on 
a large whiteboard, 
developing ideas 
I can flesh out with 
my team the next day." 


KEVIN REDDY 


Chairman and CEO, 
Noodles & Co. 





“Every morning I tell 
myself to just start writing, 
and the rest is automatic. 
I wear noise-canceling 
headphones, mostly to block 
the sound of my own 
talking. I use an app called 
Freedom to shut off the 
Internet. But Pll sometimes 
do an hour of work, 
after my son goes to bed, 
with a glass of wine, no 
earplugs, and my husband 
nearby. Often that is when 
it goes best." 


MIRANDA JULY 


Author 


Survey 


“In the morning around 7, after 
sorting through various issues via e-mail, 
I often opt for a hot aromatherapy 
shower. It helps relax my mind, and I’ve 
had some of my greatest epiphanies 
during this time.” 


MARK ROSENZWEIG 


Chief executive officer, Euro-Pro 
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WHEN DO YOU 
DO YOUR 
BEST 

THINKING? 


How six innovators work 
through their work problems 


By Arianne Cohen 








“I only have a certain amount 
of patience for my to-do list, so I do 
two to three things at home 
by midday, and then there’s a time 
in the afternoon when my 
internal sense just insists that I 
shift gears to working.” 


ELISABETH GONDON 


Painter 








“I do best in the 
midafternoon after 
meetings, phone 
calls, and e-mails. This 
takes one to two 
hours. My desk is like 
mission control, 
with a folder for each 
of my direct reports, 
and I review each folder 
to make sure the 
team is executing the 
strategy we agreed 
upon. Over 20 years, 
I’ve tripled businesses 
using this approach.” 


MICHAEL BUCKLEY 


CEO, Robert Graham 


“Pve been tinkering 
since I was a child, taking 
apart all of my toys. I still 
make time to tinker every 

day. I spend one to two 
hours working on our 
innovations, usually in the 
morning to start the day or 
late at night.” 


MIR IMRAN 


Chairman and CEO, InCube Labs 
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NAIL ARTIST: SIMCHA WHITEHILL 





London’s Nails Inc. teamed 


Beckham to create Bamboo 
White. It’s got barely visible 


extract of its namesake plant, 
which reduces brittleness. 
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Fashion designers 
including Prabal 
Gurung and 
Marissa Webb featured 
nails like these on their 
latest runways. 








Subtle designs with soft colors finish your look this spring 


ail art, with its impossibly 


appliqués, wasn’t ideal for the 
workplace when it took off in 
the U.S. five years ago. Still, 
the trend got more women 
doing their nails: Polish sales 
exceeded $1 billion for the first 
time in 2012, driven by people who tried 
intricate styles and then opted instead 





detailed patterns and tacky | 


By Kayleen Schaefer 


for simpler, solid neutral and pastel nails. 

Now nail art is back, but in a more adult 
way. Negative-space nails, as some man- 
icurists call them, combine half-moons, 
rectangles, and other geometric shapes 
using matte varnish. The designs should 
be small enough to expose an unpol- 
ished area. *This is a far cry from flashy, 
busy, hand-drawn designs,” says Julie 
Kandalec, the creative director of Paintbox, 


a New York salon. “It’s sophisticated and 
modern-" For best results, pair one or 
two dark colors with a pale tan or white 
shade. Place the accents so they border at 
least one end of the nail-bottom, top, or a 
side—and use tape as a guide to keep lines 
straight. (Or just head to a salon.) The pros 
clean up smudges with an eyeliner brush 
dipped in remover. Add a top coat, then 
gesture big in your next meeting. © 


Drinks 








Beyond 
The Margarita 


Javelina, in downtown 
New York, has attracted a 
steady stream of celebrities 
and queso obsessives 

alike since it opened in 
March. The cocktail menu 
changes weekly, though 
regulars usually just ask for 
this smoky concoction. 


114 oz. reposado tequila 
15 oz. mescal 

15 OZ. agave nectar 

1-2 dashes mole bitters 
Orange peel (for garnish) 


Put all ingredients into a mixing 
glass and stir with ice until chilled. 
Pour over cubes into a rocks glass. 


Bloody Maria 


Paul Kahan is king of the 
Chicago restaurant scene. 
At his latest, Dove's 
Luncheonette, he serves 
red chile enchiladas alongside 
strong cocktails in Mason 
jars. A cross between an 
American bloody mary and 
beer-based Michelada, 

it has lots of hot sauce to 
bring on the heat. 


115 oz. Hacienda Vieja reposado tequila 
10 oz. bloody mary mix (any) 

Splash of lime juice 

4 dashes of Louisiana hot sauce 

Lemon twist (for garnish) 


Fill a 16-ounce Mason jar three- 
quarters of the way with ice and 
bloody mary mix. Top with tequila, 
hot sauce, and lime juice, then stir. 





Tequila Sidecar 


Houston’s Anejo elevates 
standard grub with entrees 
such as venison tamales 
and wild boar burritos. 
There are also 100 tequila 
and mescal drinks on the 
menu; steal this one for 
barbecues at home. 


2 oz. Don Julio Anejo tequila 

1 oz. Grand Marnier 

Cordon Rouge 

1 oz. lime juice 

12 oz. honey water (recipe below) 
2 mint sprigs (for garnish) 


For honey water, combine 1 part 

local honey with 1 part warm 

water until dissolved. Add with 

other ingredients to a shaker filled with 
ice. Shake vigorously and 

strain into a chilled martini glass. 


Atlanta restaurateur (and 
native Texan) Ford Fry opened 
Superica in February at Krog 
Street Market, a food hall built 
in an old warehouse. The sweet 
cocktail here comes from a 
1946 recipe and is often drunk 
on fall’s Dia de los Muertos, 
though it plays just as well with 
warm spring weather. 


11 oz. El Jimador reposado tequila 
1 oz. lime juice 

15 OZ. creme de cassis 

2-3 oz. Gosling's ginger beer 

Lime wheel (for garnish) 


Mix tequila, lime, and créme de 
cassis in a Collins glass. Add crushed 
ice. Top with ginger beer. 


Stylish Tex-Mex restaurants 

are popping up across the U.S., 
each with its own spin on a tequila 
cocktail. By Sierra Tishgart 





The Nacho 


Chef Josef Centeno has 
earned constant praise for 
his San Antonio-style cuisine 
at Bar Amá in downtown Los 
Angeles since 2012. Beverage 
director Jeremiah Doherty 
recently updated the cocktail 
list with more daring options. 


2 oz. blanco tequila 

15 oz. Campari 

34 OZ. chile lime shrub (recipe below) 
1/۸2 oz. lime juice 

12 oz. lemon juice 

1^ oz. honey syrup (recipe below) 
Lime wheel (for garnish) 


To make chile lime shrub, combine 

3 sliced limes, 2 cups apple cider 
vinegar, and a pinch of chile flakes ina 
container. Allow to sit up to five days at 
room temperature. Add 2 cups sugar, 
then bring to a boil over medium- 

high heat. Carefully remove limes and 
let cool. For honey syrup, combine 

3 parts honey with 1 part hot water until 
dissolved. Add the shrub and syrup with 
all other ingredients in a shaker filled 
with ice. Shake vigorously and pour over 
cubes into a rocks glass. 


Philadelphia’s El Camino Real 
is undergoing a renovation to 
increase seating and add a huge 
bar area. A second location 

will open across town this fall. 
Try the team’s riff on this fizzy 
classic, which is as popular in 
Mexico as the margarita. 


115 oz. Espolón blanco tequila 
5 oz. Jarritos grapefruit soda 
Splash of lime juice 

Sliced grapefruit (for garnish) 


Mix tequila, soda, and lime juice ina 
rocks glass filled with ice. Stir gently, 


! so as to not disturb the soda. 
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The Critic 


ih CODE 


A big documentary on Silicon Valley's sexism problem 
By Claire Suddath 


here’s a scene in Code: Debugging 
the Gender Gap in which two 
twentysomething male software 
designers present their satirical 
app to hundreds of developers at 
a 2013 hackathon sponsored by the 
website TechCrunch. “Titstare is 
an app where you take photos of 
yourself staring at tits," announces David 
Boulton, one of the designers. He says this 
is fun because, while men enjoy staring at 
breasts, “women just aren’t that warm to 
it.” As he talks, a cartoon of a woman slap- 
ping a man flashes on the screen behind 
him. Some bros cheer. 

That response is hardly surprising; it’s 
predictable by now to point out the tech 
world’s antiwoman bias, especially after 
books like Sheryl Sandberg’s Lean 
In and court cases including Ellen 
Pao’s. There are many nonprof- 
its trying to fix this. The biggest is 
Girls Who Code, a three-year-old 
program that teaches tech skills 
to girls. But Code, which played at 
the Tribeca Film Festival in April 
and is making the festival rounds 
before being distributed next year, 
is the first feature film to expose 
the issue. Director Robin Hauser 
Reynolds, founder of documen- 
tary studio Finish Line Features, 
goes about it like an activist. She 
first raised $86,000 on the crowd- 
funding site Indiegogo, then con- 
vinced Capital One, Citigroup, and 
other corporations to donate to 
her cause. 

The statistics alone are damning: 
Barely 15 percent of Silicon Valley 
software engineers are women, and 
of those, an estimated 41 percent 
will leave the field within a decade. 
Only 18 percent of computer science 
degrees are awarded to women. 
Code is stuffed with figures like 
these, which it brings to life in inter- 
views with successful female pro- 
grammers. With their manicured 
nails and serious coding chops, they 
buck the male hacker stereotype. 

There's the senior engineer at 
Etsy who was once dubbed The 


z 
2 


Intimidator because she was deemed too 
overbearing. There’s the director of plat- 
form engineering at Pivotal Software who 
gets mistaken for a secretary. “It’s little 
things that, if I were to bring it up in a 
situation, [people] would say, ‘That was 
nothing, why can’t you just brush it off?’” 
says Tracy Chou, a Pinterest software engi- 
neer who’s often told she doesn’t look like 
one because she’s a young woman. “When 
it happens every day or every week then 
it all adds up.” 

Gender equality in Silicon 
Valley isn’t just an altruistic 
ideal but a way for women 
to start earning fair wages. 
According to a 2014 White 
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1 million jobs will be created in comput- 
ing and related fields by 2020; less than 
1 percent of those will go to American 
women. The average salary for a Bay Area 
software engineer is about $130,000, says 
San Francisco placement firm Riviera 
Partners. “I really think this is a Rosie the 
Riveter moment,” says Jocelyn Goldfein, a 
director of engineering at Facebook. “The 
jobs are here, and we don’t have the people 
to fill them.” 

It wasn’t always so uneven. Early in the 
industry’s history, women were thought 
to be more innately skilled at making soft- 
ware. In the mid-’80s, tech was split evenly 
gender-wise. Today, girls and boys perform 
equally well at math in middle school. 
When they get to high school the girls start 
falling behind. The reason, Code explains, 
is that they’ve been culturally groomed to 
assume that science- and math-based fields 
are for men. By the time they’re adults, 
women shy away because they don’t 

have faith in their abilities. “I was the 

kind of girl who didn’t know how to 

work her DVD player. I thought I could 
never be a software engineer,” says 
Evelyn Cordner, who majored in com- 
puter science at Massachusetts 
Institute of Technology after 
taking a required Java course 
and now works as a software 
engineer. The director was 
inspired to make the film after 
her daughter dropped a com- 
puter science major. 

Code can get preachy at times. 
Reshma Saujani, founder of Girls 
Who Code, declares in one scene 
that “the lack of coding access for 
women is the most important 
domestic issue of our country’s 
time,” which, let’s be honest, is 
a bit of stretch. The film would 
also be more powerful if it got 
the industry’s worst perpetra- 
tors to talk on camera. Only once 
does the movie include a man 
who doesn’t see Silicon Valley’s 
culture as a problem. It’s former 
Business Insider Chief Technology 
Officer Pax Dickinson, who was 
fired after writing a series of 
tweets inspired by the Titstare 
incident. (One example: “A man 
who argues on behalf of feminism 
is a tragic figure of irony, like a 
Jewish Nazi") In Code, he admits 
he didn’t take the Titstare contro- 
versy seriously. “From my experi- 
ence, it wasn't a big deal," he adds 
with a shrug. His body language 
says it all. © 
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١ cation of my brand. I’d 


What ٤ Wear to Work Etc. 


What’s Viceroy? 
We’re an L.A.-based 
luxury hotel group. We 
operate 16 properties 
around the world: here, 
across the Caribbean, in 
Mexico and Abu Dhabi, 
and on our own private 
island in the Maldives. 
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You must travel a lot. 
Two hundred days a 
year. I like clothes that 
survive packing and still 
look clean-pressed. 


E 


Do you dress to match 
the Viceroy? | 
I realize how lucky Iam 

that I’m the personifi- | 


dress this way whether 
or not I worked here. | 


What style do you 
gravitate toward? 
I like to dress at the younger 
end of age-appropriate— 
classic tailoring, but fashion 
seen through the lens 

of modernity. 





| What's your shoe 
strategy? 
Comfort. Once I 
bought name-brand 
shoes for the label 
alone and regretted 
it immediately. 
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CALVIN KLEIN 



















I’ve never heard of 


your suitmaker. 

The Kooples, a French 
brand, recently entered 
the U.S. Their suits 
travel unbelievably 
well. People ask how I 
keep the pocket square 
straight: It’s sewn in. 
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48, chief executive officer, 
Viceroy Hotel Group, 
Los Angeles 


asilo. 


How many shirts 

do you own? | 

Ten. If I ind something 

that works, I'll buy 

many takes. Boggi isn't 
in the U.S. 


Where do you buy them? 
London or Dubai. I always 
wear pale blue or white, 
always with French cuffs. 
I'm in between neck sizes- 
most shirtmakers jump 
from 39 to 41, and Im a 40. 
These need no work. 








\ 
Any opinions about 
luggage? 
Your rolling bag is part 
of what you wear. 





Interview by Arianne Cohen 





Etc. How Did i Get Here? 








BETI MOONE 


Chief executive oficer and chairman, KeyCorp 





“As a senior, I was a 
Pizza Hut waitress in 





Houston—a lot ] Aldine Senior High 
of rodeo boys on"... School Houston, 
。 class of 1973 Aldine Senior 
Friday nights. | High School 
University of Texas yearbook 

at Austin, class of 1977 photo, 1973 

“A troubled savings and loan that I Southern Methodist 
: DEET , University, MBA, : 
was hired to recapitalize. We weren’t eee “It was the only job I 


successful. The government took it over: 
They had people come in from D.C. 
and interrogate me for hours without Work 


could get. I'd graduated 
summa cum laude, and 








$ : people asked me how 
food, water, or bathroom breaks. 1 Experience fast I could type.” 
P ud cc 。 
1973-79 eT I learned that It S a 
Secretary, First City wonderful thing when others 
National Bank of Houston o 
underestimate you. I landed 
1979-88 ....... : 
Aem some very big deals. People 
1 commercial lending, were shocked.” 
1 division manager, 
1 Republic Bank 
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‘4988-89 
President, Resource 
Savings Association, 
Hall Financial Group 





Leading a flash mob for KeyCorp’s annual day of 
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volunteer service, 2013 1990-93 
Division manager, 
senior vice president, 
“I moved cities nine times — 7 Citicorp Real Estate 
in 16 years. Pm single, ^ 1993-98 
: Senior executive roles, 
and committees of one can be Bank One Ohio 
vel. nimble. 1 never Es 2000-06 Speaking at an awards dinner at the 
looked for a house for more € Executive vice president, Waldorf Astoria in New York City, 2014 
35 ^. chief financial officer, = 
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^ 2006-11 ^. “It was a chance to shift my career from 
Vice chair, president, a workout lender to making loans and 2 
chief operating officer, being a real banker.” 2 
KeyCorp za 
و‎ “Tm the first and currently — 5 
CEO and aiman, = only female CEO of a top à 
KeyCorp ال‎ U.S. bank. I hope that when + 
T . ° c 
1 I retire it’s a footnote, nota <= . 
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14,000 employees, more 8 <5 
Life Lessons than 2 million clients, and S9 
Chatting with an employee in 2012 $94.2 billion in assets 3 25 
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١ 1. “Learn to wear ambition well." 2. “When you aspire to be a CEO, it's a slippery slope—not everyone will get on your side." 3. “Care about people. That's tne 


Saving People 
Money Since 1936 


... that’s before there 
were photocopiers. 
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